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INDIAN CENTRAL BANICING ENQUIRY COMMITTEE- 


Qdestionnaiee. 

Tlie following memorandum is published in order to assist '?\dtnesses in 
ihe preparation of their evidence. It is not to be regarded as exhaustive ; 
nor is it necessary that each witness should be able to deal with all the 
questions. 

I. — Industrial Banks and credit facilities for India's main industries, 

1. State with reference to one or more industries which you have had 
opportunities to observe the credit facilities required with special reference 
to (a) fixed capital expenditure or block, and (h) current requirements or 
floating capital. 

State also how far in your opinion these requirements are met; by 
various types of banks and bankers and how far the present facilities of 
financing fall short of the actual requirements. 

2. Different methods of financing and different classes of paper or docu- 
ments are used in industries in connection with production, imiDort and 

(export. lu sctiKi cises it is the buyer who finds the money himself or 

through his banker; ip other cases it is the seller who finds the money 

fur him.self or through his banker; and in others it is the middleman, 

merchant, or commission agent who does this. Describe any prevailing 
trade or business practices relative to these which have come under your 
observation and suggest any improvements in the present organisation 
which, in your opinion, udll benefit the different classes of producers and 
merchants or the community at large. 

S. Give particulars of the rates of interest which are charged at presenr 
on loans and advances and also of the different classes of securities which 
are approved by banks, financial houses and commission agents. 

Indicate any difficulties experienced on account of lack of credit faci- 
lities or on account of high interest or discount rates or on any other 
accoimt and suggest remedies therefor. 

4. If in your opinion banks in India have not'' financed industries, large 
or small, freely, to what causes do you attribute their reluctance? Do 
you think financing of industries is possible by banks as they exist at pre- 
sent and by their present methods ? 

If not, do you suggest the establishment of any other machinery ? ^ 

Are you in favour of trade banks, f.c., banks which specialise in deal- 
ing with special trades? 

Do you favour the establishment of an industrial bank in each province? 

If so, what- constitution would you suggest for such a bank? 

What are the facilities which in yom' opinion should be given to such 
a bank either by Government or any other agency? ' ' . - 

Would you suggest any restrictions on the grant of loans by such 'a 
liiank in order to secure reasonable safety for the bank while providing 
finance for industries? * 



tl’ — Financing of Foreign J’rade. 

1. Would you state, with reference to any trade that you have had 
an opportunity to observe, the credit facilities which are required and to 
what extent banlcs supplyingi these facihties fulfil the present require- 
ments? 

In your opinion, is there anj class of merchants who are unable to 
secxire all the assistance they need either in India or in foreign coun- 
tries, and if so could you give any reasons for this state of affairs ? 

What remedies do you suggest? \ 

2. What are the credit instruments in use with regard to foreign trade? 

Jh what conditions is credit available against these documents and in 
what conditions is clean credit available ? What are the . rates charged 
by the banhs/^ 

Are there any seasonal fluctuations in these rates? 

What are the facilities existing at present in the export trade for dis- 
counting export bills? 

Are there any restrictions that you have to complain of? 

Have you any remarks to make with regard to the exchange rates 
n'hich are charged for the conversion of rupee into sterling or other foreign 
currencies, and nice versa or for the remittance of funds to and fro? 

3. (i) Have you any suggestions to make ndth regard to — 

(a) the establishment of bonded warehouses, 

(b) the present practice of port trust warehousing, 

(c) the practice by banlcs of releasing goods on trust receipts, or 

(d) any other methods in vogue for the convenience and facihty of 

merchants engaged in the import trade? 

(ii) Do the interests of the traders and the pubhc suffer in any way 
through any defects in the present organisation, and have you any sugges- 
tions for its improvements? 

Ill, — Regulation of Banking. 

1. Are you in favour of audit and examination of bank accounts by 
.examiners.? 

If so, how should these examiners be appointed and by whom.? 

What should be the duties of such examiners? What should be their 
qualifications and how should their cost be met? 

2. Are you in favom of any kind of restrictions being imposed on the 
business of all banks? 

Dor example, should there be any restrictions of the nature imposed 
on the Imperial Bank of India under Section 8 of the Imperial Bank 
01 India Act? 

(N.B . — ^Parts I and II of the schedule referred to in Section 8 of the 
Act which indicate the business which the Bank may and may not trans- 
act are printed as an armexure to the questionnaire for ready refereuce.) 

8. In your opinion is it desirable that the use of the word "bank’* 
should be restricted, and if so, what restrictions do you suggest? 



Also state whether you suggest any additional provisions for special 
application to (a) a private firm in India doing banking business, (b) a 
branch of a firm, whose head office is located outside .India, doing banking 
business in India, and (c) a branch of a company whose head office is 
located outside India, doing banking business in India? 

Through what agency and in what manner would you have these 
provisions enforced ? 

4. Ai*e you in favour of defining by legislation or otherwise the sphere 
of operations of any class of banks, c.g,, co-operative banks, exchange 
banks, etc. ? 

5. Do you think that foreign banks should not be allowed to do banking 
business in India unless they received a license? What authority, in 
your opinion, should have * the power to issue, renew and cancel such 
licenses? What regulations should in your opinion be prescribed for gov- 
erning the operations of such a foreign bank? 

6- A Bank which is a limited liability company registered in India is at 
present governed by the law of Joint Stock Companies in India. 

Do you consider that position satisfactory? 

If not, what additional provisions for special application to such banks 
would you suggest, particularly -with reference to (a) authorised and sub- 
scribed capital, (b) capital that should be paid up before business is started, 
(c) provision of reserves, (d) proportion of cash balance to time and de- 
mand liabilities, (e) publication of balance sheets, their form and fre- 
quency, etc.? 

7. Have you any suggiestions to make for the regulation of expeditious 
liquidation and advance payment to depositors in case of failiue of banksi? 
(Of., the case of the Alliance Bank of Simla.) 

8. Would you state the principal causes which in your experience or 
observation have led to bank failures in India? 

What remedies would you suggest to prevent a recurrence of such 
failures or to secure timely assistance in such cases? 

9. It has been suggested that in some actual cases in the past where 
banks have been in difficulties, some plan for amalgamation or reconstruc- 
tion instead of liquidation would have been in the public interest. Would 
you state your views on this suggestion and would you recommend any 
provision for securing that, before liquidation proceedings are enforced, 
adequate opportunities should be given for exploring the possibility of 
arranging a scheme for amalgamation or rec<jnstruction? If your answer 
is in the affirmative, please make suggestions as to the sort .of provision 
which YOU have in mind. 

•* J 

10. It is complained that the cost of liquidation is high at present. 
Have yon any suggestion to make regarding this point and for the reduc- 
tion of such cost? 

11. Are you in favour of making any distinction between current 
accounts and other deposits in the matter of protection of depositors and 
do you suggest any legislative measures for the purpose? 

Do you recommend the creation of a special class of deposits as distin- 
guished from current and fixed deposits under the' existing system and 
the passing of any special legislative measures for the protection of such 
deposits with a view to ericouraging the investment of savings? 



12. Have you any suggcsMons to make in regard to the proposal tliat 
'IB sometimes made that banlcs which are really stable should be legally 
protected against unjust attacks on their stability? 

If SO, please give your views as to who is to determine the cases in 
which such protection should be extended and in what circumstances, and 
sho the nature of the protection to be granted. 

-13. What are the various taxes paid by banking companies? Do any 
•af these faxes interfere with the development or amalgamation of banks ? 

Have you any suggestions for modifying, removing or readjusting these 
Bsuxes ?, 

Do you recommend any special concessions, etc., in respect of parti- 
cular classes of banks, c.g., Co-operative Banks? State your reasons. 


IV. — Banking Education- 

What arc the existing facilities for banking education in. schools, 
colleges and universities in India? 

' Is there any co-ordination of effort between such institutions and the 
banks ? 

2. Do banks provide any facilities for the training of boys in banlong 
■ business ? 

f'/bat ’s the present method of recruitment of staff by the Imperial 
Hank of India, the Indian Joint Stock Banks, the Exchange Banks and 
the Oo'-operative Banks. 

3. How far is instruction in banking, theoretical and practical, combined 
at present? 

Can you give any information regarding the facilities afforded in 
•other countries in the matter of banking education? Have you nnv sug- 
gestions to make regarding the facilities that should bo made available 
m India? 

Have you any suggestions to make in regard to the gi-ant of facilities 
for higher training outside India to bank probationers and bank assistanis 
in India? 

5; Have you any suggestions regarding the constitution of the Indian 
Institute of jiankers? 

6. What is the present position and what, in your opinion, should be 
the future position of the Indian Institute of Bankers in regard to bank- 
ing education? 

Y. What is the training of indigenous bankers at present? 

Have yon any proposals of a practical nature for the provision of special 
training for this class? 

R. Wl;at are the prospects, present and future, of boys trained in 
banking in India? 

Do you attribute the slow development' of banldcg and specially branch 
banlring t'o absence of trained men in India? 
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, ' V.—Genei'al Banicing Organisation and Money MarJeet. 

t 

1. Do you find in the present organisation of banks and the money 
market in difierent parts of India any defects ^Yhicl^ are likely to be 
remedied by — 

(a) admimstrativo measures of GoA-ernment, 

' (0) legislation, and 

(c) co-operatfon amongst bankers themselves? 

2. Have you any suggestions to make regarding greater co-operation 
between indigenous banks and other banks in India? 

3. Have you any suggestions to make with regard to the organisation 
and tunctions of Clearing Houses in India? 

4. Have you any suggestions to make with regard to the regulation of 
the bank rate? 

5. Gan you describe from personal observation any financial panic which 
arose in any centre in India? 

Explain its causes and state if 3 '’ 0 u have any suggestions to make with 
a view to preventing any unjustified panic? 

6. Can you indicate the natme of frauds and malpractices which have 
been experienced by banks in India and which have from time to time led 
to stricter regulation and restriction of credit by these banks, thus making 
bona fide constituents suffer? 

To what extent have such frauds and malpractices to be attributed to 
the inadequacy of existing legal provisions and defective nature of business 
practices? Can you suggest any change which will afford protection to 
the banks against such malpractices without entailing any hardship on 
bo?ia fide customers ? 

7. Have you. any suggestions to make with regard to banking orga- 
nisation in India by which — 

(a) the cost of management may be reduced, 

(b) the rates of interest on adAmnees can be brought doiAu, 

(c) greater stability of banks can be assured, and 

(d) the cash resources of the a arious banks can be mobilised to meet 

any emergency or unexpected situation ^ that may arise? 

' 8. Considering that the dividends of established banks are fairly high, 

what in your opinion prevents more ’capital being invested in the expansion 
of existing banks or the establishment ot new banks? 

9. Do you support the suggestion that banks in India do not find a 
sufficiently large number of bills against uhich they could make advances 
and that this jiartieular instrument of credit of which the banldng systems 
m other countries make large use is not av^ailable in sufficient quantities 
in India? If so, what are the causes of this and what remedies do you 
suggest? 

10. Have you any suggestions to make regarding the organisation of the 
Indian money market with reference to settlements on stock and produce 
exchanges ? 



11- Can you describe the relationship that now exists in India between 
the banks and the Tarious classes of brokers, such as finance brokers, 
hundi brokers and exchange brokers? 

12. Have you any information regarding the general agency business 
done by banks in India for their constituents* 

13. How far have banks in India found the maintenance of their own ■ 
godowns successful in meeting the trade requirements of their constituents? 

14. Have you any suggestions to make for augmenting the resources of 
banks so as to enable them to afford further facilities to commerce, industry 
and agriculture? 

Would you recommend any one or more of the following methods for 
securing the increase in capital or would you suggest any other method: — 

(a) by way of foreign capital, i.c., by direct flotations in other 

countries or through Foreign Banks; or 

(b) by attracting the savings of the community; or 

(c) by funds made available by Government, e.g., a proportion of 

the receipts from Cash Certificates and Savings Bank deposits? 

15. To what extent has the Imperial Bank of India been serviceable 
in Dhe past — 

(a) to the main industries of India, such as Cotton, Coal, Jute, 
Metals, Sugar, Electrical undertakings (including Hydro- 
Electric projects); 

(h) to the movement of crops; 

(c) to the exchange banks; 

(d) to ordinary banks — indigenous and joint stock; 

(c) to the Indian States; and 

(/) to the Indian Provincial Governments ? 

10. To what extent has the Imperial Bank of India been useful in 
regard to the liquidation of other banks? 

17. Have you any views regarding the present position of the Imperial 
Bank of India and the position it should occupy in the future? 

18. What facilities and concessions has the Imperial Bank of India 
enjoyed from Government, Municipal and other Corporations and Indian 
States ? 

Should all these be continued or restricted? 

State if in your opinion joint stock banks in India should also be 
afforded similar facilities and concessions. 
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ANll^EXUEE. 

Schedule I to the Imperial Bank of India Act, XLVII op 1920. 

Part I. 

Business which the Bdnh is authorised, to carry on and transact. 

The Bank as authorised to carry on and transact the several kinds of 
business hereinafter specified, namely : — 

(а) the advancing and lending money, and opening cash-credits upon 
the security of — 

(i) stocks, funds and securities (other than immoveable property) in 

which a trustee is authorised to invest trust money by any 
Act of Parliament or by any Act of the Governor General 
in Council and any securities of a Local Government or the 
Government of Ceylon; 

(ii) such securities issued by State-aided railways as have been 

notified by the Governor General in Council under section 36 
of the Presidency Banks Act, 1876 or may be notified by 
him under this Act in that behalf; 

(iii) debentures or other securities for money issued under the autho- 

rity of any Act of a legislature established in British India 
by, or on behalf of, a district board; 

(iv) goods which, or the documents of title to which, are deposited 

with, or assigned to, the Bank as security for such advances, 
loans or credits ; 

(v) accepted bills of exchange and promissory notes endorsed by the 

payees and joint and several promissory notes of two or more 
persons or firms unconnected with each other in general 
partnership; and 

(vi) fully paid shares and debentures of companies with limited 

liability, or immoveable property or documents of title relating 
thereto as collateral security only where the original security 
is one of those specified in sub-clauses (i) to (iv), and if so 
authorised by any general or special directions of the Central 
Board, where the original security is of the kind specified in 
sub-clause (v) : 

Provided that such advances and loans may be made, if the Central 
Board thinks fit, to the Secretary of State for India in 
Council, without any specific security; 

(б) the selling and realisation of the proceeds of sale of any such pro* 
missory notes, debentures, stock-receipts, bonds, annuities, stock, shares 
securities or goods which, or the documents of title to which, have been 
deposited with, or assigned to, the Bank as security for such advances, 
loans or credits or which are held by the Bank or over which the Bank 
is entitled to any lien or charge in respect of any such loan or advance 
or' credit or any debt or claim of the Bank, and which have not been 
redeemed in due time in accordance with the terms and conditions (if any) 
of such deposit or assignment; 



(c) the advancing and lending money to Courts of Wards upon the 
security ot estates in then- 'charge or under their superintendence and the 
realisation of such advances or loans and any interest due thereon, , pro- 
vided that no such advance or loan shall be made without the previous 
sanction of the Local Government concerned, and that the period for 
which any such advance or loan is made shall not exceed six months; 

(c/) the drawing, accepting, discounting, buying and selling of bills of 
exchange and other negotiable securities payable in India, or in Ceylon; 
and, subject to the general or special directions of the Governor General 
in Council, the discounting, buying and selling of bills of exchange, jiay- 
able outside India, for and from or to such Banks as the Governor General 
in Council may approve in that behalf; 

(e) the investing of the funds of the Bank; upon any of the securities 
specilied in sub-clauses (i) to (iii) or clause (o) and converting the same 
into money when required, and altering, converting and transposing such 
investments lor or into others of the investments above specified ; 

(/} the making, issuing and circulating of banJc-post-bills and letters of 
credit made payable in India, or in Ceylon, to order or otherwise tlian to 
the bearer on demand ; 

(g) the buying and selling of gold and silver whether coined or un-coined; 

(/i) the receiving of deposits and keeping, cash accounts on such terms 
as may be agreed on; 

(i) the acceptance of the charge of plate, jewels, title-deeds or other 
valuable goods on such terms as may be agreed on; 

(f) the selling and realising of all property, wlictbcr moveable or im- 
moveable, which may in any way come into the possession of the Bank 
in satisfaction or part satisfaction of any of its claims; 

(7i) the transacting of pecuniary agency 'business on commission; 

(1) the acting as administrator, executor or trustee for the purpose of 
winding up estates and the actiug as agent on commission in the transaction 
of the following kinds of business, namely; — 

(ij the buying, soiling, Iransfemng and caking charge of any securi- 
ties or any simres in any public Company; 

(li) the receiving of the proceeds whether .principal, interest or divi- 
dends of any securities or shares; 

(iii) the remittance of such proceeds at the risk of 'the principal by 
public or private bills of exchange, payable either in India 
or elsewhere; 

(ih) the drawing of bills of exchange and the granting of letters of 
credit payable out of India, for the use of principals for the purpose of the 
remittances mentioned in clause (1) and also for .private constituents for 
bona fide personal needs; 

(17) the buying, for the purpose of meeting such bills or letters of -credit, 
of bills of exchange payable out of India, at any usance not exceeding 
six months : 

(o) the borrowing of money in India for the . purposes of the Bank's 
business, and the giving of security for money so borrowed by pledging 
asseis or otherwise; 
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'(p) the borro-wing of money in England for tEe purposes of the Bank’s 
business upon the security of assets of the Bank, but not otherwise; and 

(g) generally, the doing of all such matters and things as may be inci- 
dental or subsidiary to the transacting of the various kinds of business 
hereinbefore specified. 


Part II. 

'Business which the Bank is not authorised to carry out or transact. 

The Bank shall not transact any kind of banking business other than 
those specified in Part I and in particular — 

(I) It shall not make any loan or advance — 

(а) for a longer period than six months, or 

(б) upon the security of stock or shares of the Bank, or 

(c) save in the case of the estates specified in clause (c) of Part I, 
upon mortgage or in any other manner upon the security of 
any immoveable property, or the documents of title relating 
thereto. 

(S) The Bank shall not [except upon a security of the kind specified in 
sub-clauses (i) to (iv) of clause (a) of Part I], discount bills for any indi- 
vidual or partnerslnp-firm for an amount exceeding in the whole at any 
one time such sum as may be prescribed, or lend or advance in any way 
to any individual or partnership-firm an amount exceeding in the whole 
at any one time such sum as may be so prescribed. 

(3) The Bank shall not discount or buy, or advance and lend, or open 
cash-credits on the security of any negotiable instrument of any individual 
or partnership -firm, payable in the town or at the place where it is present- 
ed for discount, which does not carry on it the several responsibilities of 
at least two persons or firms unconnected with each other in general 
partnership. 

(4) The Bank shall not discount or buy, or advance and lend or open 
cash-credits on the security of any negotiable securitj’- having at the date 
of the proposed transaction a longer period to run than six months or, if 
drawn after sight, drawm for a longer period than six months : 

Provided that nothing in this Part shall be deemed to prevent the Bank 
from allowing any person who keeps an account with the Bank to overdraw 
such account, without security, to such extent as may be prescribed. 




No. 1. 

Statement of evidence submitted by the Allahabad Bank, Limited. 

I. — Indvstrial Bank and credit facilities for India’s main industries {luith 
general application to all questions under this section). 

In the more important centres where representative joint stock bank- 
ing institutions are established, provided approved security is forthcoming 
no trader of standing and skilled in making money experiences any difficulty 
in securing his financial requirements from the banks. It is to this end 
that the whole of the Bank’s organisation is directed. Most forms of 
industry coming under our view are closely associated with agricultural 
produce and their requirements are ordinarily restricted to finance for 
purchase of seasonal stocks when the respective crops come on the market. 
Block is not considered as approved security. It is not a banking func- 
tion to provide fixed capital. This is the function of the share-holders or 
promoters of the concern. Approved security apart from Government 
bonds, shares, etc., is any form of agricultural produce, i.e., foodgi-ains, 
oilseeds, cotton, jute, the last two raw or manufactured. Also standard 
varieties of Piece Goods. "V^ffiere there is no joint stock bank, finance 
is afforded by the private bankers to the limit of their resources. Where 
these are inadequate resort is made to the commercial centres where 
money can sometimes be raised on usance bills. Bates of interest charged 
in the mofussil average not more than 7 per cent. The banks stipulate 
for provision of margin on the above mentioned securities to the extent of 
Es. 25 to 30 per cent, and in most instances for possession of the goods 
constituting the relative secmity. 

Finance against documents of title representing such stocks is also 
freely available ,from railway receipts, which originate the movement of 
produce to the ports to the export bill, which concludes the operation in 
this country. Foreign Bills for import of marketable commodities are 
also taken up by the banks against a marginal payment, the relative 
stocks being held as security against gradual clearance and final liquidation 
of the debt. Given approved security, there is keen competition among 
the banks for any business offering. No necessity exists for the estab- 
lishment of any other machinery for the financing of trade and industries. 
•Joint stock banks are the best medium for trade development and the 
restrictions imposed by the necessity of conforming to conservative 
methods of banldng promote a healthy growth which is usually absent 
from any form of subsidised assistance unless guided by a staff of experts, 
as in the case of German industrial banks, who as Directors control the 
concerns they accommodate. Of infinitely greater importance to the deve- 
lopment of the country as a whole is the maintenance and extension of 
joint stock banking enterprise by which the public are habituah^ to the 
use of cheques in their business, thus economising currency and provi din g 
additional supplies of liquid funds available for the finance of trade and 
industry. 

The functions of an industrial bank postulate a lock up of funds and 
control of the industries financed. Both operations are inconsistent with 
traditions of conservative joint stock banking which aim at liquidity of 
funds and the position of being auxiliary to, and not controllers of, credit. 

VoL. n 
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Industrial banking as a specialised form of business may be successfully 
introduced into a country where banking generally is in an advanced state 
of development. 

It cannot, however, take the place of joint stock banking from a deve- 
lopment point of view and as an extension of general banking facilities is 
an essential requhement for the future prosperity of the counti'y, such ex- 
tension should be encouraged along the more educative lines of influence 
as exercised by joint stock banking institutions. 

II . — Financing of Foreign Trade. 

Q. 1. To take the cotton trade as an example, facilities are required in 
the first instance by the purchaser in the district who buys direct from 
the cultivator. He gins and presses the cotton into bales, which is held 
for better prices at the discretion of the holder and sold ultimately to 
export firms, or it may be sent to Karachi or Bombay by the purchaser 
himself if he anticipates a better dcmajul' or a more favourable price in 
those centres than is available in the mofussil. In any case finance can be 
obtained from the baiiks, either indigenous or exchange, in the manner 
described in the first section above, covering the whole operation of original 
purchase and final disposal by export or otherwise. 

In centres where there is no joint stock bank their place is taken by 
the big shroffee firms whose resources are generally adequate to meet tlie 
demands of the community for storage or movement of the local crops. 
Their utility can be judged by the successful manner in which they compete 
against joint stock banks in respect of advance business against grain and 
other agricultural produce in places where the former have been long 
established. 

Q. 2. Credit Instruments in use with regard to foreign trade are bills 
of exchange, generally drawn at a certain usage after sight, accompanied 
by shipping documents. Credit is available against these bills with docu- 
ments of title to the relative consignment, as described in section I, con- 
ditional on the goods being of a marketable character and the borrowers 
of substantial standing. Clean credit is entirely a question of the means 
and standing of the borrower and no hard and fast rule can be laid down in 
this connection. 

Bates of sterling export bills are based on the prevailing exchange rate 
and at the London discount rates. There are the ordinary seasonal 
fluctuations in these rates. 

Export bills with accompanying documents covering marketable goods 
are freely accepted for discount. These bills are generally as a means of 
facilitating negotiation drawn under bankers’ credits opened by the pur- 
chasing firm in favour of the supplier. 

The import trade is financed by bills negotiated for the most part in 
London. On arrival of the relative consignments in India advances from 
the banks can be obtained, as mentioned in Section I, for retiral of the bills 
and the goods retained in the bank’s possession pending sale and adjust- 
ment of the advance. 

Q. 3. (c). 

(d) The release of import goods under trust receipts is dependent to 
a large extent on the credit of the borrower. The legal position of banks 
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tunder this arrangement, Iio\vever, requires to be clarified — at present it is 
.somewhat uncertain. 

Storing an'angements are in our experience generally adequate, 
in . — Regulation of Banlnng. 

Q. 1. We commend the audit and examination of bank accounts by 
examiners and that these examiners should be chartered accountants or 
accountants certified under the Indian Companies Act. The appoint- 
ments should rest with the share-holders in general meeting and for the 
express purpose of submitting to them an accurate straightforward state- 
Tnent of their affairs. The cost thereof to be met by the bank. 

A satisfactory arrangement w'ould be the selection of special Chartered 
Accountants’ firms with the highest qualifications obtainable, who would be 
certified by Grovernment as bank auditors. No firm except so certified to 
be eligible to undertake a bank audit. 

Q. S. We deprecate any restrictions being placed on the operations of 
hanks. 

The operations of the Impeidal Bank Act are, we submit, inefiective 
in practical application. The clauses of the Act are framed to give the 
widest permissive powers to the Imperial Bank to engage in general bank- 
ing business and so that nothing in the Act may be construed as restric- 
tive it is specifically laid down that nothing shall be deemed to prevent 
the Bank from allowing any person who keeps an account with the Bank 
do~ overdraw such account vithout security to such extent as may be pres- 
cribed. In point of fact the Imperial Bank is in a position to compete 
vdth the indigenous banks in every branch of the latter’s business and 
does so. , 

Q. 3. We are of opinion that the v/ord ‘Bank’ should not be permitted 
unless the Company is registered imder the Indian Companies Act and has 
a fully paid-up capital of at least Rs. 3 lacs. If trading is included in the 
business of the Company, trading funds must be kept distinct from bank- 
ing funds. Each department should keep separate books and be subject to 
separate audit. 

The voting power of individual share-holders should be limited to 
]irevent the possibility of control passing into the hands of any one share- 
holder or group of share-holders. 

Q. 4. No. 

Q, 5. Provision should be introduced in the case of foreign banks who 
propose to commence business in India, necessitating their obtaining a 
license from the Einance Department of the Government of India. Once 
granted, it should not be withdrawn provided the Company’s operations 
are in conformity with the law. The onlj'^ authority competent to issue 
such a license Avould be the Government of India. 

Q. G. Yes. But the Act should be amended on the lines suggested in 
our answer to question No. 3. 

6. (d) This provision has its recommendations and we are prepared to 
recognise its utility provided the deposit can be made in the form of Indian 
Government Securities. Not otherwise. 

(c) Balance Sheets should be published once a year at least and within 
reasonable time of the closing of the hooks for working period under review. 

B 2 
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Q. 8. Departure from the sound cautious principles of banking. Divi- 
dends taking precedence to reserves. 

Provisions as above vould assist towards the prevention of such hap- 

Q. 9. The interested parties must decide on the most suitable method 
to meet a situation of the kind indicated. 

Q. 11. To distinguish between Current and Fixed Deposits cannot be 
recommende^d. 

Q. 12 The practice in force in Scotland should be adopted by v/hich 
suits preferred against Cre'dit Companies are submitted to the Cro^vm 
Solicitor and proceedings only admitted subject to his consent. 

In India the Advocate General could be made the arbitrator in such 
matters. 

Q. 13. Income-tax and Super-tax. These do not interfere with bank- 
ing development or amalgamation. 


IV . — Banking Educaiion. 

This enquiry will be dealt with fully by the Indian Institute of 
Bankers. 

This Bank since its inception 65 years ago has recognised the value of 
the Indian ofi’icer and nothing could be more eloquent testimony of the 
^visdom, foresight and value of its policy than by stating that out of.3T 
Offices 19 are under the charge of Indians, and that one outstanding 
member rose from a clerkship to a seat on the Board of Directors. The 
declared policy of this Bank is the encouragement of merit and that the 
Bank has a sustained interest in the training and progress of each member 
of its staff. The fullest facilities are given towards this end. 


V . — General Banking Organisation and Moyicy Market. 


Q. 1. No. 

Q. 2. No. Present conditions as far as our experience goes are ade- 
quate for requirements. 

Q. S. No. Present arrangements are satisfactory. 

Q. 4. No. 

Q. 6. We have no Imowledge of frauds and malpractices experienced by 
banks in India which have led to a curtailment of credit to other banking 
constituents. The only effect should be to tighten up internal checking 
and supervisory methods generally. 

Q. 7. (a) No. These are matters for internal arrangement. 

(h) This may be left to competition. 

Q. 8. As far^ as the old established banks are concerned there is no 
occasion for an increase of capital as their resources are already ample for 
mquirements.^ The high level of dividends maintained by the 'majority of 
banks operating in India is due to the conservative policy ‘adopted of biiild- 
ing up substantial reserve funds. 


Q. 9. The type of bill to which reference is made, i.e., trade bills 
drawn at_ a usance against goods supplidd and available both as a meant 
of obtainmg finance from the banks and for the investment of funds to I 
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material extent 'by the latter is not in extensive use in India. In fact as 
iar as* our experience goes genuine trade bills 'are seldom encountered in 
business. 

The cause must be attributefd to the present system of open credits 
by which the merchants obtain their financial requirements from the banks. 
No practical remedy for alteration of this position suggests itself. The 
latter method of finance will always be more popular wdth the dealers for 
reasons both of economy and convenience and failing a concerted move- 
ment by the banks to enforce the bill habit — a most unlikely contingency — 
tnere would appear little probabihty of its introduction to any extent 
exe^t possibly in Port Tovms where the substitution of trade bills for 
cash credit facilities may be acceptable to firms engaged in extensive 
storage operations in jute, cotton, etc. 

Q. 10. No. 

Q. 12. Agency business apart from ordiuar}’^ banking services is not 
as a rule undertaken by banks on behalf of their constituents. 

Q. 13. Successful. This only applies to storage of piece goods or 
goods of a miscellaneous nature. There is ordinarily no question of banks 
endeavouring to meet storage requirements in the case of seasonal pro- 
duce. 

Q. 14 . — The old established banks have ample resources for their re- 
quirements, a fact which is clearl}' illustrated by their heavy investments in 
Government Securities and Treasury Bills. 

Q. 16. (a) (b) No more serviceable than any other banking institu- 
tion in the ordinary course of its business. 

(c) (d) As bankers as a result of which they have large balances lying 
with them free of interest. 

(e) No information. 

Q. 16. It has, we think, only assisted with the liquidation of the 
Alliance Bank of Simla Limited, as a result of which it established itself 
at all centres with ready made facilities where the latter had been operat- 
ing and to which the Imperial Bank had at that time not extended. 

Q. 17. The position of the Imperial Bank in the future is dependent 
on whether or not a central banking authority is established. If a 
Eeserve Bank of India is created, it is presumed on general principles that 
the Imperial Bank will be deprived of the majority of the concessions it 
at present enjoys and there should be no- question of their then obtaining 
special facilities from Government in their capacity as Agents to the 
Eeserve Bank and as provided for in the second schedule of the Eeserve 
Bank of India Bill. 

The Imperial Bank, when freed from any restriction which may be im- 
posed on its -business by the provisions of the Imperial Bank Act, will 
operate in open competition with both exchange and indigenous banks and 
the grant of special facilities of the nature previously contemplated by the 
Eeserve Bank Bill would act unfairly against the remaining banks in 
India, particularly the indigenous institutions whose worlring has already 
been adversely affected as a result of the subsidised competition of the 
Imperial Bank. If, however, the existing agreement between Government 
and the Imperial Bank is extended for a further term of years, the relative 
Act should be amende'd to reduce to some extent the handicap to which 
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other banks are at present subjected^ in competition with the 
Bank There are, for instance, certain qualifications in the Act 
rende; the restrictions imposed nugatory in practical apphca ion. We 
S narticularly to the general permission accorded for sanction of un- 
secured business on individual or joint personal liability m connection witb 
which the Act allows the acceptance of any form of appiovcd security a& 
dealt in by other banks, as collateral against such advances and which 
leaves the Imperial Bank free to indulge in any description of banking 

business. 


The Imperial Bank should also be prevented in future from extending' 
its branch system to centres where an adequate banking seivice is al^ady 
provided-. Tlio fo-cfc do6s not need to be stfltcd tliftt it is Ccisicr io ouiU 
up a business by attracting customers away from an established bank by 
the ofier of lower rates than by pioneer banking in an entirely undeveloped 
district and the risk of such intrusions, of which we have had experience, 
must act as a deterrent against a policy of branch development on the 
part of the indigenous banks. 


Q. 18. The Imperial Bank of India is given the facility of free transfer 
of funds and a monopoly as Government bankers of receiving the V'holc 
of the Government balances free of interest, military and regimental 
accounts, trust estates, municipalities, railways, Ports, Universities, 
schools, security deposits and various semi-public funds. Also payments for 
services in connection with the management of the Public Debt Offices. 
In addition to these direct benefits there is tlie enormous value of the 
Government connection in the enhancement of the JBank’s credit whereby 
it can borrow at lower rates than other banks. 


It is admitted that the general tendency of the Imperial Bank’s opera- 
tions has been to reduce to a lower level the rates both for Ipans and 
remittances. As these results have been achieved not by lowering the 
rates at which private banks can secure their banking funds but by bring- 
ing in the competition of a State aided Bank in receipt of the facilities as 
above described, we submit the rates arc neither reasonable nor economic. 
It has never been suggested that the iufligenous banks verc making ex- 
cessive profits prior to the institution of the Imperial Bank, nor presumably 
was it the intention or the policy of Government to bring about the lower- 
ing of profits of other banks. The profits earned by banks in their ordinary 
business inust be such as to provide a return sufficient to attract capital 
to the business of banking besides allowing for provision of reserve's to 
protect that capital in order to ensure sound banks and a high degi’ee of 
banldng credit. This result is becoming increasingly difficult ° owing 
on ^ the one hand to the enhanced borrowing terms of Government 
which influences the deposit rates of the indigenous banks and on the 
other to the reduced rates for loans 'due to the operations of the Imperial 
Bank. In this connection it would further appear they lower these rates 
only in competition with other banlcs, as we understand that in certain 

tmvns in Ma Jas where competition does not exist, rates are maintained 
at not lower than 8 per cent. 

1 1 - banking and the maintenance of credit postu- 

filLcTS f system which has the con- 

fidence of the public and which, given the resources to undertake a poHcv 

menHi Tthe coV'S;!" 
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Subsidised banking in any form as tending to check the natiiral growth 
of private banlcs is highly undesirable and. should be avoided in the interests 
of the country and in the interests of futm*e banldng development on the 
part of banks other than the Imperial Bank of India. 

Finally, the w’hole consensus of qualified opinion, in w^hich wn join, is 
the early establishment of a Beserve Bank free from political influences 
and on the most accepted principles of Central Banking, thus enabling 
the Imperial Bank and all other banks to fulfil their purpose in the free 
development of banking on economic grounds of healthy competition. 


jftllahabad Bank, Limited — ^Reply to the Special Questionnaire of the 
Indian Central Banking Enquiry Committee. 

Qxiestion 1 . — What has been the effect of the opening of branches by 
the Imperial Bank on (a) deposits of Indian joint stock banks’ branches 
(b) their turnover and (c) the rates of interest prevailing in such centres. 

Reply . — («) and (h) Detrimental to the existing banks in the various 
centres where the Imperial Bank opened branches. Semi-public funds 
belonging to schools, Universities and the like, trust funds being admin- 
istered by the Gom’ts, regimental funds and accounts were for the most 
part transferred to the Imperial Bank, these funds amounting in the aggre- 
gate to a considerable sum. 

The difference in the Fixed Deposit rates granted by the two institu- 
tions — 3| per cent, by the Imperial Bank against per cent, by ourselves 
— militated against the volume of ordinary deposit aecoimts being adversely 
affected to a material extent. The prestige of the Imperial Bank would, 
however, attract certain monies at the lower rate ordinarily available to 
ourselves and there can be no doubt that in small centres where business 
is not capable of any particular development the majority of the Imperial 
Bank’s deposits would be gained at the expense of the other competing 
banks. 

By rates w'e presume is meant rates of interest on advances. Previous 
to the advent of the Imperial Bank, interest rates charged on advances 
against seasonal produce averaged 8^ per cent. At that time however 
we were paying 5 per cent, on Fixed Deposits for 12 months, which con- 
stitute the bulk of our working capital. Now our Fixed Deposit rate has 
been reduced to 44 per cent, and our average loan interest to roughly 7 per 
cent, the margin of profit diminishing in turn to 2^- per cent. As pre- 
viously stated, business in the smaller centres is definitely restricted within 
certain limits and the effect of the Imperial Bank’s intrusion into such 
centres v’^as to divide up existing business with their competitors who were 
perfectly capable of 'providing all the financial requirements of the centres 
in which they were establish e'd. 

The Imperial Bank were enabled to cut into this business in the initial 
stages of their operations by reason of lower rates and cheaper hundie 
facilities. By quoting competitive terms we have been able to check the 
loss of business and to retain existing connections. The lower rates at 
present prevailing have not assisted the development of business in the 
rural districts by which is understood investments against grain. It is 
probably within the knowledge of the Committee that in most cases 
storage is undertaken by commission agents on behalf of their various 
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customers. It is part of the duty of the commission agent to arrange 
finance from the banks, the customers providing him with the requisite 
margin. For this service the commission, agent charges his oustorner 
10/12 per cent, the difference between this rate and that charged to him 
by the bank, being clear profit to himself so that the chief if not the only 
effect of the reduction was to benefit the commission agent, neither the 
customer nor the cultivator participating. 

Q. 2. kir. Bowie mentioned in his evidence before the Hilton Young 
Commission instances where the Imperial Bank on opening a branch had 
quoted definitely mnemunerative rates for remittance and purchase of bills. 
Has this practice continued and if so are there any cases where the joint 
stock banks’ branches are in serious danger of having to close down? 

Bephj . — The ordinary bank in discounting a demand bill must have a 
remunerative return on the money ii'om the time of encashment until 
return of funds to the Office where the encashment took place.- From this 
return must be deducted the cost of remittance through the Imperial Bank 
at 1/32 per cent, which for the period involved say seven days on a de- 
mand bill is equivalent to Rs. 1/10 per cent, jjer annum and this cost is 
doubled if the operating Banlr has to place the necessary funds with its 
branches in the first instance. It will be readily understood that the 
Imperial Bank having no necessity to make this latter charge can quote 
deims unremunerative to other banks for such business. 

This practice presumably still continues and serves as an added attrac- 
tion to dealing with the Imperial Bank on the part of grain commission 
agents who finance the movement of grain to the ports and other centres 
through the medium of demand and usance bills. 

Q. 3. Suggestions have been made from time to time that there should 
be more co-operation between Indian joint stock banks and between them 
and the Imperial Bank. Has the possibility of starting a Bankers’ Associa- 
tion been considered with a view to laying down from time to time certain 
general principles which, while giving members reasonable freedom in com- 
petition, would restrict “cut-throat” competition, and facilitate business 
generally? What are your views on this subject? 

Bephj . — There was some informal discussion on the subject of fixing 
minimum rates in 1926 between this Bank, the Imperial Bank and the 
Central Banlc of India. Unfortunately, nothing eventuated. Such an 
agreement would be welcomed by ourselves, provided lending rates were ' 
fixod on our borrowing costs and not on those to the Imperial Bank. 

• Q. 4. Complaints are being made that owing to the monopoly of foreign 
exchange business the exchange banks are able to attract deposits at lower 
rates than the Indian joint stock banks to the disadvantage of the 
latter? What has been j^our experience in this respect? Do you find 
that your inability (from whatever cause) to take a considerable part in 
exchange business in any way affects your potential deposits ? What would 
be your views on any proposals to restrict in any way the operations of the 
exchange banks? 

Bepjy.— The deposit^ rates offered by exchange banks are generally 
lower than those of the indigenous banks but this is in our opinion due to 
their prestige as old established banks and the conservatism of their de* 
positors. 



We do not consider the facilities oSered l)y them for foreign exchange 
.business have any bearing on the subject. We are not affected in any 
'Case as we are in a position to supply all the exchange requirements of 
•constituents in the mofussil. 

Q. 5. It has been stated that the exchange banks by opening branches 
up-country are becoming serious competitors of the Indian joint stock 
banks. What are your views on this subject? 

Reply . — The establishment of exchange bank branches up-country 
must undoubtedly affect in some degree the business of the indigenous 
banks. The former, however, confine themselves to the large industrial 
centres and concentrate chiefly on import business and advances against 
goods the relative bills for which are negotiated through their London 
■Offices. They do not operate in the districts or smaller centres, nor do they 
within our experience compete in storage business in respect of agricultural 
produce in the mofussil. ' 

Q. 6. Can you suggest any methods by which the position of Indian 
joint stock banks can be improved and the development of such banks 
facilitated? 

Reply . — Only by the removal of any form of subsidised banking to allow 
the indigenous banks a fair margin of profit over working expenses by which 
"they will be enabled to build up reserves for the further protection of de- 
positors and be in a position to undertake a policy of branch extension. The 
latter is an expensive process involving in most cases several years of un- 
profitable working, and in absence of a prosperous banking system deve- 
lopment to any material extent will not take place. 
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No. 2. 

Statement ol evidence submitted by the Secretary, the Andhra Bank 
Limited, Bandar, Hachilipatnam,’ 


The Imperial Bank of India is, its very constitution, precluded from 
beincT of any real service to industrial organizers. The rule that it cannot 
issue loans of longer tenure than 6 months stands in tue way of long term 
accommodation to nascent industries. For instance, the loans_ allowed to- 
Ohithvalasa Jute Mills of the South Indian Industrials led to the Danic 
ino- for their liquidation which was granted summarily in _ the Madras High 
C(mrt under the Companies Act. Seven days’ time was given to the debtcM- 
to find 134 lacs and, when that impossible feat could not bo performed, the 
mills were liquidated, sold and purchased by a European firm of 
Calcutta. 


Likewise, the pressure to return the money advanced to the Carnatic 
Paper mills led to the Government making an advance of 4 lacs of rupees and 
Government playing the part of the bankers. The Government pressed for- 
repayment and the mills would have been sent into liquidation or sold out 
under the Act but for the forming of a subsidiarj’- company to take tlie 
place of Government. 

The Spinning and Weaving Mills of Bezwada had also received some- 
little help from the Imperial Bank and as soon as its fortunes became low, 
the mills had to find the money for repaying the bank and other creditors 
with the result tliat they had to go into liquidation on June C, 1929. Then 
again, the Sugar Mills of Masulipatam were given an advance of Rs. 30,000- 
by the Imperial Bank and the necessity to repay the inonej’’ led to their liqui- 
dation. The fact is that these industries in their infant cou'lition require to- 
be supported by long term credit — sometimes for working expenses and 
occasionally for completing the org-anisation — and the loon.s i:i]ren by tlicm in 
the pressure of their circumstances have expedited the liquidation on account 
of the short term credit allowed. 


It will thus be seen that there is no chance of any industry developing 
under the present circumstances unless long term credit is available. Capital 
for industrial undertakings is impossible to obtain in view of these repeated 
failures. Commercial banks cannot possibly advance for capital expendi- 
ture ; borrowings from the Marw/iris is too costly ; the Government cannot 
directly lend to vatious industrial concerns. The onlj’- way, therefore, is to 
have an Industrial Bank which could infuse confidence in the minds of the 
investing pubbe, which could count upon Government help whenever required, 
and which could exercise efficient control and supervision over the industries- 
it finances. This bank should have stric •; governmental control so that no 
particular group of industries or industrialists are favoured and that reason- 
able care is exercised in underwriting shures or in financing particular com- 
pames. Debentures issued by the bank should be given the same import- 
ance as those of gMosi-governmental bodies. The bank should be an all- 
India institution with a network of branches, as an independent bank in each 
proiance will not be able to withstand depression in any particular industry 
nor be free from local favours and prejudices. Further, the experience gained 

by an all-India mstitution-will be useful in the management of the branches 
in various places. 
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II. — Fimncing of Foreign Trade. 

The financing of foreign trade is now entirely in the hands of the 
exchange banks and this is a disadvantage to the merchants as well as to 
the joint stock banks. While the bigger merchant manages to get the 
required financial help from the exchange banks, the smallbr one finds it 
difficult to obtain finance. He is, therefore, obliged to sell his goods not to 
the foreign importer direct but to.the bigger firms in India, thereby foregoing 
the substantia] portion of the profits in the business. The help rendered by 
banks is not merely the purchasing of shipping documents but also advancing 
of moneys for the buying and collecting of produce. This help allows the 
bigger firms to beat out the smaller ones in competition. To afford similar 
facilities to the latter also, it is necessary to have many more banks doing 
this kind of business. This is possible only if the Indian joint stock banks 
are encouraged to deal in foreign exchanges along with the Imperial Bank. 
The proposed Reserve Bank should have the power to deal in foreign ex- 
changes, if necessary, through the banks engaged in it, though not directly 
with the merchants themselves. As the Indian joint stock banks are unable 
to meet the requirements, however small, of the foreign traders, the latter are 
driven to the exchange banks so that the benefits of the other business of 
those firms, such as inland trade, deposits, etc. are also lost. Restrictions 
should, therefore, be placed in the way of the exchange banks in competing 
for deposits and inland trade and in opening out new branches. 

At. present, when letters of credit are opened, the export bills are dis- 
counted, generally by the exchange banks rvithout any difficulty, though in 
some cases, they are first discounted by an Indian joint stock bank and sub- 
sequently re-discounted b}^ an exchange bank. But where th.cre is no 
letter of credit, considerable difficulty is felt by the exporter in getting 
the bills discounted, as it is In's personal credit that is taken into 
consideration, and the exchange banks do not and perliaps cannot make 
detailed enquiries about his position, worth, etc. Such bills, therefore, are 
taken only for collection. Even in cases, where a letter of credit is avail- 
able, the mofussil dealer has to send the bills to the metropolis and 
generally finds a lot of difficulty about the fixing of rates for discount, ready 
or forward. This could be avoided, if the local banks could do this business, 
as enquiries about the trend of exchange could be made from day to dayr 
and contracts entered into when convenient. 

III. — Regulation of Banking. 

In the present stage of the development of banking in India, a close 
supervision of banks by a body of examiners will be very useful and will 
also creaie confidence in the minds of the people. The present sy.stem of 
appointing auditors every year makes the position of auditors very delicate. 
They could never be independent or strict except when the circumstances 
are really too bad as othemose they run the risk of not being re-appointed. 
Further, the auditors are not experts in banking and very often manipula- 
tions in bank accounts lie undetected for a long time. Examiners, however, 
could be chosen from experienced bank officials and given special training- 
subsequently. Their appointment and control may be in the hands of 
Government as is the case now with the Registrars of co-operative societies. 

The examination should be done twice a year and reported to the 
Central Office who sliould take such steps as are necessary to remedy defects - 
Examination should, howev^er, be directed only towards exposing frauds,. 
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glaring irregularities, and fundamental errors in banking and 
meddle with the management or fetter the hands of the Board of Directors. 

While examination •would thus look to the problems of banking in 
t-heorv^ and practice, embracing the technical side of banking, audit should 
■deal ■with the correct keeping of accounts, books, documents, etc., and look to 
the mathematical side of banking. Recognition to some banks for purposes 
■of rediscounting has been suggested in the Reserve Bank scheme. Recogni- 
tion can be given or "withdra-wn on the report of the examiners. The cost 
of this examination should, following the analogy of audit in the co- 

■operative movement, be borne at the outest by the State, but may later be 
shared by the banks in proportion to their net profits. The net profits 
could be pooled together and a reserve fund created so that in lean years, 
-when there. is universal fall in banking profits, establishment charges could 
be met out of it. This will not be a hardship, as the extra cost will certainly 
be worth paying in return for the prestige and name gained, to the bank 
by being examined and certified by an independent body of Government 
examiners and by being given recognition by the Reserve Bank. This will 
infuse confidence in the minds of the investing public and deposits ■will 
consequently flow in freely. 

When there ii Governmental control as above indicated and when 
Government patronage as regards its funds as well as those of quasi- 
governmental bodies is not confined to one bank only as at present, there 
is no need to place any restrictions as between banks doing the same sort 
of business ; but as between one class of banks and another, restrictions 
are necessary. The Reserve Bank should not deal with the general public 
.except under extraordinary circumstances ; the exchange banks should not 
receive deposits in this country but should arrange their own finances unless 
they submit to all the Governmental control as above indicated ; the 
co-operative banks might borrow from other banks but not compete with 
the commercial banks for deposits. The co-operative banks have been 
useful to some extent in helping the agriculturists though the indebtedness 
■to the village so wears has not been relieved to any appreciable extent. 
-Further, the rate of interest has not been reduced considerably. This is 
possible only when, in co-operation wich land mortgage banks, the in- 
debtedness of th3 ,;yot to the sowcars is ■wiped off and money in the hands 
of the latter made unlendable except at as low rates of interest as the 
banks. Onco this reduction is effected, the high rates and the consequent 
attraction in private lending disappears and deposits in banks necessarily 
increase. When the debentures of land mortgage banks and co-operative 
societies are given the same recognition and validity as those of quasi- 
.governmental bodies like port trust, municipalities, etc., the unhealthy 
competition now existing between co-operative banks and commercial banks 
mil disappear and as a matter of course, there will be co-ordination of 
effort in the co-operative banks borro-wing shortterm money from com- 
mercial banks at cheap rates of interest and in the latter finding this sort 
of investmenc safe and reliable. The reduction of interest rates should 
thus be begun at the very source namely, the villages, and once that is 
<d-velop universal fall and the banking habit will automatically 

There is no tendency at present to use the word » bank ” bv an unregis- 
tered body but ifc IS desirable that the word “ bank ” should be restricted 
jmn registered as a banking concern under the Indian Coin- 
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The •word “ banker ” is now being added to the name of many private 
businessmen and it is, therefore, desirable that its use should be restricted to 
those who obtain previous permission of the Registrar of ]unt stock 
!nS;mTiiPS and who submit periodical statements as to their position, 

wLss etc. Private moneylenders should be licensed before they could 
start regular money lending business etc In the case a firm or 
fomnanv Having the bead office outside India, and doing banking business, 
a simfiar license should be obtained after submitting a statement of affairs 

LT ia addition, a certain proportion of deposits received in India 
should be kept as a reserve fund with the Government or ^e Reserve Bank 
in the shape of G. P. Notes, or Debentures or Pixed Deposits. 

While very little is known about the exchange banks and their manage- 
ment except t4 prestige they have gained, they are able to attract deposits 

?ven areatL than all the Indian joint stock banhs put together ; they 
Z}nthe foreign firms chiefly, in all their exchange transactions the 

jSan tete comes to a very small portion of it ^dian money .s tUno 
utSed to help the trade of the countries to rvhich these exchange hanks 

belong while in India there has been always a dearth of capital for trade 
SStries. It is, therefore, necessary that restrictions on the exchange 
SmS for rec;ivtog deposits should be placed, the utmost oonoessiou that 

S nossiblybe given to them being that their deposits should never exceed 
amoLt Invested by them in finaneing foreign trade of Indian 

merchants. _ , 

recrirds capital of banks, very many of the investing public do not 
understand the difference between authorised and subsonbed capital, so that 
the advertisement of the authorised capital, where the paid-up or the sub- 
scribed capital is not even one-tenth, is often misleading. It is. therefore, 
desirable tLt the raising of the authorised amount of capital should be 
made as easy as the issuing of further shares and the distinction between 
authorised and issued capital removed. It is also necessary to have a certain 
minimum of paid-up capital fixed before the certificate to comnience business- 

could be issuk and the amount may be a lakh of rupees. But provision 

should bo made for existing banks by being given time to fall in with this 
demand, as in insurance companies. 

At present, there is no rule as to reserve fund and transfers to it are- 
entirely at the discretion of the shareholders. The result is very often 
hiah dividends are paid without due regard to the building up of a reserve. 
It Is therefore, necessary that transfers to it should be made compulsory 
and’the presciibed minimum may be on the basis of transferring the same- 
percentage of net profits as the dividend per cent, declared. 

While a prudent banker always safeguards his position by keeping his- 
resources as liquid as the time and place require, it is desii'able, during these 
days of the infancy of banking in India, to prescribe a minimum of fluid 
resources to be maintained. 

Besides the Imperial Bank of India, it is only the Central Bank of India, 
Limited, that publishes ils statement of affairs periodically. The publication 
of these statements every fortnight or month will act as a check against 

undesirable practices in banks and against window-dressing at every half- 

yearly closing of accounts ; but it is lilcely to affect adversely the position of 
the hank once there is any nervousness amongst the depositing public. 
The fact that a bank’s deposits have gone down temporarily oving to a 
run or to bazar rumours, when made public by the exhibiting of the fort- 
nightly balances, will be subjected to so much comment and will have such 
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should be imposed where the judge thinks the complainant has launched a 
suit without sufficient reason. 


IV . — Banking Edxication. 

The Andhra University has recognised banking and commerce as a 
special subject and a few colleges have opened these courses. They are not 
very popular because of the want of sufficient scope for employment of these 
people after they finish their studies. At present, no attempt is being made 
to give any practical training to these students with the restilt that theory is 
entirely divorced from practice. While it is not possible to train these 
students in banks as is done in the case of, for example, medical students 
in hospitals, attempts may be made to appoint “ professors who have had 
practical experience of banking ” or appoint bank officials to give special 
courses of lectures as often as possible. Further, a convention may be 
established whereb3'’ a bank should take up every year a certain number of 
apprentices in pjroportion to its size and train them up without anj^ obligation 
to entertain them in their service, care being taken, at the same time, to see 
that these probationers do not subsequently join or start rival institutions 
'in the same district for some years. 

The examinations of the Institute of Bankers should be of the nature 
of post-graduate studies, and open only to those vho have passed out of the 
colleges and had subsequent practical training. The exminations could then 
be made more advanced and bearing more on the practice of banking so that 
the present worry of having to hold elementary examinations in all sorts of 
subjects could be saved. A certificate of this Institute should be deemed 
necessary for higher 2)0sts in banks. 

Government scholarships at the rate of two per year for each province 
should be given for training abroad. Competitive examinations must be 
held and a minimum of educational and service qualifications prescribed for 
candidates who should be recommended by banks. The Government or the 
Reserve Bank should negotiate with banks abroad for affording these 
students some facilities for observing banking methods there, as otherwise it 
will be impossible for them to learn anything useful. 


V . — General Banking Organisation and Money Market. 

The organisation of banking in India, as has alread 3' been indicated, 
lies chiefly in the direction of encouraging and fostering the growth of 
Indian joint stock banks unhampered by the unfair competition of exchange 
banks and of the State-aided but not State-controlled Imperial Bank. A 
sorb of protection, until the indigenous banks are in a position to hold their 
own, is absolutely necessary. Otherwise it is impossible at this stage for 
banking to develop in India. The same point has been made clear and 
strengthened by a statement made by Sir Basil Blackett when he was 
Finance Member that it was the duty of the State to lend a helping hand to 
the indigenous banks, if necessary, through the Bankers’ Bank, namely, 
the Imperial Bank of India. The co-operative banks and the land mort- 
gage banks should be organised so as to help the liquidation of rural 
indebtedness and making the ryot independent of the money-lender 
and to do his work undisturbed ; the industrial banks must help the 
develojjment of such industries as have natural advantages in India and 
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could ultimately be worked out successfully; the savings and commercial 
banks may be allowed full growth by the removal of the various handicaps 
S disabilities they are suffering from ; the Imperial Bank may continue 
?o receive the help of the Government for some time but should be relegated 
to the position of an exchange bank. The Reserve Bank should be brought 
into existence to help the growth of all these banks by its euper^.on, 
control and active help wherever and whenever required. With the 
monev-lender thus forced to change his methods, with the Imperial Bank, 
with il its prestige and strength, exclusively looking after the exchanp 
rpnuirements of the whole country and with the exchange banks 
operating on a restricted scale, banking in India is bound to develop 
slowly and steadily. There has never been any lack Oi co-operation be- 
tween the few Indian banks now existing. With this sort of control of 
the Reserve Bank, banks working in one direction, with one purpose and 
with equal opportunities, could develop a spirit of healthy rivalry. The 
exchange banks have never oared to associate themselves ^ with the 
indigenous banks, having orrranised for themselvts an association of their 
own ; the Imperial Bank, except in a few instances, has never sympathe- 
tically looked upon the struggling Indian banks but has, a,t every oppor- 
tunity, entered into competition with them at times, even in an unscru- 
pulous manner ; and to expect them to co-operatc wdth Indian banks 
except when it benefits them is useless. The merest suspicion or rumour 
is enough to make the exchange banks cut off their connections with the 
bank in question. 


Admission to the Clearing House has been always a jealously-guarded 
monopoly of the members where the exchange banks are generally in the 
majority. The Indian banks have found it very difScult to gain admission. 
The example of the Punjab National Bank is perhaps the most striking. 
The question of clearing houses will not be a serious one as membership 
could be restricted to those that submit to the supervision of the Reserve 
Bank and have been recognised for the purpose of rediscounting facilities, 
etc. 


With this co-ordination of effort in every direction, with the increase 
in the banking habit and with legislation to check the activities of people 
working with a malicious intention, the occasion for panic amongst the 
public would be reduced to a considerable extent. The best remedy for 
panics is wide-spread general education and growth of a healthy public 
opinion. The .assurance of the Reserve Bank to back r:p any sound bank 
when affected by a panic would go a long way towards restoring public 
confidence. 


This would sometimes require actual financial assistance so that there 
should be a provision in the Reserve Bank Act by which the Reserve 
Bank could, in consultation with its directors and with the minister (or 
the Executive Council member as the case may bo) in charge of the par- 
ticulai portfolio, assist the bank in trouble by advancing expeditiously such 
funds as the position would warrant. A financial panic would not stop 
with one bank but would easily extend to several others and so, such of 
the <^her banks as could afford it should pool thc-ir cash resources with 
the Reserve Bank so_ that the latter may not feel any special difiSculty in 
dealing with the situation. Further, in consideration oi the Reserve Bank 
offering to rediscount bills for the recognised banks, toe former should make 
a condition that all or a portion of the reserve fund should always be 
kept -Ritb it for meeting such emergencies. This will not bo a hardship 



ns the rediscountinR facilities will help them in turning into cash 
That t nowTSayTbaiag faratted in bilta and this amonnt conM then ba 
need in ordinary hanking business making up for the css in working 
iZds by the deposit of the amount of the reserve fund m the Reserve 

^""""^All these changes will place the Reserve Bank in a position to control 
the money market and the rates of interest on advances will adjust 
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'““''“wheTThe' Reserve Bank begins giving rediscounting facilities, it has 
to be eSdorod how far it is possible to oxpeot nsance b Is to eomo into 
ciistiT and become popuiar. In an essentially ngr,onltu,al country hke 
iidte Se produce is sold outright for cash and is subsequently exported 
•The bulk 5f the export business is in the hands of European firms so that 

usance bills amongstlndians representing the sale of produce will not bo 

In import business, these bills oould be popularised as between 

Voi,. ir ■ “ 
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the wholesale dealer and the retoiler. In the iOAV industries that India 

is havinc the habit of drawing usance bills might bo introduced ; anyhow 

bills of exchange in India cannot be as popular and as representative of 
genuine trade transactions as in other countries. 

Accommodation bills may, however, take the place of the ” Kathas ” 
or current or overdraft accounts as between merchants that are now so 
common. The chief obstacles to the development of these usance bills 
have been the high stamp duty and the wint of rediscounting facilities 
for banks. Banks would have tried to popularise these bills, but there 
has not been any particular benefit to them by . this in the shape of re- 
discounting facilities by the Imperial Bank, So, if the stamp duty is reduced 
and if bills are freely rediscounted as between small banks and big_ and as 
between big banks and the Reserve Bank, commercial paper will come 
into vogue though there is no certainty that accommodation bills will 
not predominate. The Imperial Bank tried to introduce these hundies in 
these parts but could never make them popular (even when the stamp duty 
was offered to he paid by the Bank), because of the sliort usance of the 
bills and because of the strictness as to the duo date. The iMarwaries 
dealing in these parts in particular never took to them kindly. The 
Multani bankers, however, are increasing their sphere of activities and 
populari^iing the hundies and, in due course, with banlis also working towards 
the same end and with reduced stamp duty they will ultimately replace the 
pronote and the “ Katha ”. 

It is unfortunate that Government should bo the biggest compe- 
titor of banks for deposits and still more unfortunate that the benefit 
of this competition, if any, goes to the Imperial Bank exclusively. It 
is generally the educated section of the people that go in for savings bank 
deposits and for these the Government get a monopoly through tlie post 
offices. The postal cash certificates attract all the iixe’d depo-^it-s from these 
people because of the greater security and higher rales of interest. The 
sale of treasury hills, which was originally introduced as a pnrclj' temporary 
measure, has now come to stay and the wealthier, more inlelliccc-nt and 
calculating section of people invest their money in these. The Indian 
joint stock banks liave therefore very few nvenue.s for exploration of 
deposits and even if they get any deposits, it is general!}’’ from those who 
want the higher rate of interest and greater facilities but would always 
keep^ themselves on the alert and withdraw their deposits on the slightest 
suspicion. These nervous depositors arc always a great danger to banks 
the}’ aro the only ones available. As if these handicaps are not 
sufficient, the depreciation in Government securities has hit the Indian 
joint stock banks very hard. Owing to the nervousness of depositors and 
tlm possibility of a run at any time and owing to the want of any agency 
which would render assistance in times of need, Indian joint, stoclc'braiks 
are obliged to keep a strong liquid position by purchasing Government 
securities pcli as is not at all required citlier by the exchange banks or 

^ co-operative banks. The (Government, 

regardless of the effects of the depreciation in its securities, is violently 
market by selling the treasur}’ bills at higher rates of 

attractive terms. A con- 
Tm Sr bA?'® state of ,affairs will tell adversely on the fortunes of several 

ciltion WlAtA measures are taken to stop the depre- 
tie An' conceded tliat the Government in all its activi- 

Treasmv S SI/ • deposits, Postal Cash Certificates and 

Treasury Bill Sales, is developing the banking habit in people, it is necessarv 
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thaidtliorfteboneateot thess depoaitB should be gi«n to the banks lu 
SmV Shane or other through the agency of the Reserve Bank or it should 
sto^ itsSvities leaving a rvidc field for the banks to develop bankmg m 

all its various phases. . . , a. r ^ c 

ImmrM Sank of India.-Thii bank is the principal medium for transfers 
nfmorev from place to place. With its branches at almost every produce 
fnte it has been able to finance the actual producer until he chooses to 
centie, lu n movement of the crops too is financed until the 

dispose ofi his stock Ibc “O ^ countries. By its activities in this 

time of “X. ?^cc„ able to penetrate into the remotest villages 
direction, the , lends to other banks against Government 

and ^ industrial concerns against raw products, etc. Indigenous 

•S"dMuto" Ma™ri mo*ney-lender? are also financed to a 

large ext-nt Imperial Bank has been far from being satisfaotoiy 

i? ?!j T^eTts future position is carefully considered and scope defined 
and lu IS time Its Lnnort it should have developed into a Eaiilcers 

Blnk^hutftV gained to Leif all the prestige power and of 

^ SLv W Bank without, at the same time, taking upon itself the duties 

a f mcidental to the position. When the Imperial Bank 

not Tant ttv adversely afifeeted bnt the case of the Indian joint 
*tl- hSwaLovleoted. Having at its disposal enormous funds of the 
stock hanks was » . bodies at low rates of interest, and, 

Government ^ ct, bv the prestige it has gained by being the 

having VnoSs at commrafely low rates of interest, it is 

abL^oXr greater ’facilities to businessmen at cheaper rates of interes t 

than thf^^ joint stock banks. The latter are, therefore, placed in a 
than tiie inaian , oblieed to handle only second and third 

disadvantageous posiGon and J 

p.^rTa?ters So sp“w arc allowed to Indian banks hut 

XSJe«rposrible. theVp=rial Bank does not hesitate to enter into keen 
competition by cutting its own rates. r -x. 

The branches of the Imperial Bank have done only a minor portion of the 
Sat £ necessary to popularise banking. The reserve and aloofness 
bv the bank’s officials, the fact that the branch agents are 
XS^i v ^peans Zjdo not kniw the loeal languages and who cannot 
move freely with people, the inordinate delay caused to transaction, 

the indifierenoe towards the oustomers, the distance of the office from the 
busiSSuocality.theunwiUingnesstoall^^ drawn m vema- 

■ cSlSd to tore correspondence in vernacular at leMt to some extent, 
We alSoontributed to mate the bank unpopular. No attempts have been 
mrfe to toduoe people to deposit moneys in current or sayings bank 
Tccomte as the hank has never felt the need to attract deposits^^ It snr- 
XnSself with an atmosphere of bureaueratic condescension akin to that 
which prevailed in other countries a century or two hack. People go there 
with the greatest reluctance and that too only because they cannot help it. 
Such being the ease, an Indian joint stock bank, struggling hard to 

puen & , frvincr its level best to meet the Wishes of its consti- 

attract deposits and trying^ its. competition of the 

towriarlank and unable to cope with it. Most of the smaller and newly- 
opened branches of the Imperial Bank ate hardly self-supporting and for 
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bankincr to develop on the risht lines, it is not this bank that should bo 
helped but the Indian joint stock banks. As it is, the opening of a new 
bank or the branch of an existing bank is a very difficult thing, because of 
the attitude of the Imperial Bank. Instances are not wanting where pro- 
moters of a new bank are dissuaded from the work, where borrowers of a 
new branch of a bank are threatened ivith the cancellation of all existing 
facilities .and where even the usual facilities allowed to its ordinary clients or 
even the common courtesy of a co-banker are denied by the Imperial Bank 
to the indigenous bank, though the existence of a smalllocal bank cannot 
be considered to be even a flea bite to this gigantic institution. In times of 
difficult}’-, there is no instance of the Imperial Bank liaving assisted an Indian 
bank except it be .against deposit of Government securities. 

The Imperial Bank has thus failed to occupy the position of a Bankers’ 
Bank and has been working like an ordinary commercial bank with Govern- 
ment help. Neither its opening of branches nor its activities in helping 
trade and commerce have been such as to justify the further continuance of 
State aid or such as to foster the growth of other Indian banks. It is, 
therefore, necessar}^ to make the best of existing circumstances. When the 
Beserve Bank comes into existence as the Bankers’ Bank to look after all the 
monetary problems relating to inland trade and incidentally helping the 
growth of indigenous banks, it will be found necessary to have a bank dealing 
exclusively in foreign exchanges and controlling its fluctuations ; and such 
a bank will require the help of the Government. The Imperial Bank with 
its many branches, with treasury work in its hands for a number of yeans 
and with the experience it has gained, could bo safely entrusted with' this 
work. Neither the Government nor the Beserve Bank need then worry 
themselves about foreign exchanges, except whore their liolp is solicited. 

This arrangement will suit eminently nil concerned directly with the 
development of Indian banks. The co-operative banks and the commercial 
banks will work for attracting current savings and fi.xed deposits and then 
invest moneys in their respective spheres ; the land mortgage hanks and 
the industrial banks -n’ill float debentures and attract long terra deposits ; 
the Imperial Bank will look exclusively to the financing of the foreign trade 
of the country and the Beserve Bank will supervise them all Jin^rrogulate 
the money market. Equal opportunities should bo given to all rcuardiug 
the deposits of governmental and q?w5/-govcriimental bodies to allow ol 
their unhampered growth. The exchange banks will p-rhaps find in the 
Imperial Bank a strong rival but the former arc iii a position to look after 
ttieir own interests a-'id require no special protection from the Indian 
Government. They have had enough of it for over at least a decade. 
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.No. 3. 

Statement of evidence submitted by Mr. R. 0. Pandit, General Manager, 

Bank of Behar, Limited, Patna, 


REGULATION OF BANKING. 

Audit. 

Tiie present system is that tlie accounts of banks are audited by 
persons who have been licensed by the Government under the Indian 
Companies Act. In the cases of the Alliance Bank and the Bengal 
National Rank, now under liquidation, the accounts were regularly audited 
by chartered accountants, than whom no more qualified auditors were or 
are available ; but this did not help the banks in any way. An audit or 
examination even by special auditors udll not be of much use, while on 
the other hand it may likely do incalculable harm, if there be differences 
of opinion regarding investments with the management, and the publi- 
cation of such reports. 

The Government of India are establishing an Accountancy Board to 
better organise the profession of accountants. If necessary, a higher 
class of accountants may only be certified as competent to audit the- 
accounts of banks. 

The auditor or examiner as contemplated, will certainly be not 
acquainted with the means and position of the customers of a bank, or 
the different vernaculars in which docuiments are executed. The busi- 
ness of Indian banlcs is not conducted on the lines of exchange banks 
or of the Imperial Bank, where loans are for short periods and the values 
easily a.scertained. We apprehend such audits would be more harmful 
than- useful to Indian managed banks. 

It had been the unfortunate experience in this Province that the 
reports submitted by Government auditors have been found to be wrong 
and misleading. It would be in the highest degree undesirable to entrust 
the existence and well-being of a credit institution to such a class of 
people, and their reports. I would refer to Appendix “ A ” in this 
connection. . 

Eestrictjox. 

We are against restrictions being imposed on the business of Indian 
banks. 

Balance-sheets of Private Bankers. 

In our opinion a private “banking” firm when receiving deposits 
from the public should be required to publish its accounts, properly 
audited, once a y'ear. 

Restriction on Foreign Banks. 

Foreign banks or banking firms should be allowed to open offices in 
India under license only. The following conditions should b'* imposed: — 

(1) 50 per cent, of their funds employed in India should be from 

their counW of origin, 

(2) balance-sheets of their assets and liabilities and income and 

expenses in India are audited and published yearly. 
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(3) their activities confined to the port ton ns, 

(4) these should be enforced by the Central Government through 

the Finance Department, 

(5) see reply, 2, 3, 

Special Bank Act. 

Banis hiay he registered under a Special Banli Act, but we are of 
opinion that no restrictions of the nature suggested should be placed, as 
it would retard the starting of such banks. Special prmleges and con- 
cessions may be given to banks which satisfy a certain standard. 

Plans of amalgamation or reconstruction would certainly have saved 
•and will save some. This would, however, be practically a dead letter. 
Buch amalgamation or reconstruction can only be carried out, when we 
have a really sympathetic Bankers Bank and a sympathetic Government 
in the countiy. Neither exists at present. 

Distinction between Accounts. 

No distinction should be made between current accounts and other 
■deposits in the matter of protection. 

Banking Education. 

No facilities for banking education exist in this Province in any, 
school, college or in the University. The Indian Institute of Bankers' 
has started only lately and it is too early to offer suggestions regarding 
its constitution; its branches may, however, be established where there 
are more than 25 members. It may be necessary to subsidise it to some 
extent. 

Each Provincial Government should allow one scholarship every year, 
tenable abroad, to suitable candidates, for tho next three vears and 
thereafter every alternate year, for theoretical and practical training in 
hanking. 

The Institute of Bankers may also arrange for interchange of em- 
ployees for training in the bigger banks. 

Government do a very large amount of banking business but the 
ignorance of its officers regarding banking practice and law of Negotiable 
Instruments is appalling. Even Treasury officeis. who pass hundreds of 
cheques, have no idea of the difference between a “bearer” and “order” 
dieque. Short course may be provided for this class of officers to avoid 
needless harassment to the public. In our opinion, better training of 
bank managers and employees is more desirable and urgent than 
having more stringent audit. 


General Banking Expansion. 

Large advancement in banking and in banking habits is possible if 
Government takes administrative action. It is the general experience 

or later.'' ^ client sooner 

l:eeri»*hg™cco,.’r S” 



Government are the largest employer, they are the biggest receivers ‘ 
-of money, every body who is worth anything has to pay or receive money, 
from one or other of the -^'arious departments of Governiment. Eirst of ail 
it shonldbe 'made a rule that all payments of sums more than say Es. 50 
arjade by novernmeut should be by means of cheques. All other kinds 
of forms should be abolished. This will not only be a great convenience 
to the public, but at the same time induce a large number of people to 
pay such cheques to the nearest bank and take only, such sums as they 
actually require. Banking habits and banking capital will considerably 
grow by this ttneans. 

Similarly, under suitable safeguards, cheques of approved banks may be 
accepted by all Governmnt departments in payment of their dues. 

The wages paid by either indigenous bankers or joint stock ba nk s 
are not high; the expenses can only be reduced by handling a larger 
volume of business. 

This is only possible when banldng habits spread much more widely 
than is the case at preseirt 

Greater stability of banlcs can only be assured Avhen there is a real 
Bankers’ Bank or Beserve Bank taking interest in them and in close 
touch with them. 

The rates of interest can be lowered AAoth larger resources and more 
regular emplo3'ment of funds. 

Eesourees can be augmented if banlcs are allowed to receive deposits 
of semi -public bodies, and the Government officials help to give them a 
“character”. Otherwise, it is a hard, uphill and expensive task gathering 
resources. 

New branches of approved banks may be subsidised Avith funds by the 
Government at low rates of interest, and local semi-public bodies allowed 
tc bank AAdth them. Foreign capital aa^ouM also be useful if it could be 
obtained at sufficiently low rates. 

I 

1 

CoAfMBRCIAL BlLLS. 

In this province commercial bills are not available in any large 
quantity. One of the main reasons is the high stamp duty on “mudatti” 
bills, and then the gi’eat difficult)’’ of getting bundi papers. There are 
districts in Avbieb not only, the stamp vendors do not stock these but they 
are not available in the' Government Treasury even. The loAver’ing of 
stamp duty, and the using of postage stamps to cover the duty, whicH all 
post offices ma)’ he authorised to stamp and cancel, thus giving the d.ate, 
will be very convenient and useful. Instances are known AA-hore people 
haA’-e affixed the requisite postage stamps to show their* bona fide^, and 
rn other's, have left such hills unstamped, owing to the difficulties of getting 
tire necessary stamped papers. The other effect had been the greater use 
•of the khata system, AA'-hich, however, does not make the debt negotiable. 

The paucity of commercial bills in the proAunce would be apparent 
from the figures of sales in this province of hundi or inland bills of ex- 
change papers, as published by Government, in the Eeport on the Adminis- 
tration of Stamp Department : 

Ta 1927-28 . . . . 8,423 

In 1926-27 7,973 
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' There are districts in which not a single rupee worth of hundi paper 
'is sold, while the Chotanagpore division, which compnses the coalfields - 
mica mines, Jamshedpore with its iron, steel and other industries, and 
where very extensive railway and other construction work is tjOing on. 
account for only Bs. 31 in the year 1927-28 and Bs. 10 in the year 

192G-27. 


Indian Banks and Govennmunt. 

The difficulty with Indian banks is that not only they do not get py 
encour'i'^onient from the Oovernment, hut on the other hand lesponsible 
oificera°go out of their way to throw suspicion and discredit on them. It 
is more unfortunate that considerations and favours, which are refused 
to Indian institutions, are readily and ivillingly shown to foreign banks and 
institutions. 

After the collapse of the Alliance Bank, there were runs on European 
managed banks, and one large institution was saved only by the active 
interest taken by high European officials. This was done only liecause 
European interest; were concerned, and if an Indian institution was 
concerned it would probably have gone to the wall, for ivant of time]}’- 
support. 

We give below some of the instances in which this bank , bad been, 
given a rather unceremonious “no”. 

About the .^eal 1 jI5, building sites in the new Capital area were being 
allotted to applicants, on Government land acquired for the purpose. The 
manager approached the Collector of Patna, for allotting a plot to the 
bank, which was refused, the reason being that these sites were meant 
for private residences and not for commercial firms or offices. 


The Allahabad Bank, however, applied for a site and was readily given 
it. The only reason for this favouritism was fhnt the manager' of the 
Allahabad Bank and the bank itself were Europeans, while the Bebar 
Bank was a local Indian institution. 


The present attitude of the Government towards industrial and bank- 
ing development of the country was clearly indicated when they refused 
to entertain the proposal made by this bank to finance the Cuttack 
Electrification scheme, and it was quite plain that the Government desired 
to curb all honest enterprise, which may, even remotely, affect or compete 
with the exploitation of the country by foreigners. ' The following are 
the salient points : ' 


I. Government brings forward proposal in the local Council to open 
negotiation with Messrs. Octavious Steel & Co. to establish a public 
electric supply company for Cuttack and to give them a loan up to rupees 
fhree lakhs. 

II. The resolution is opposed in Council', and the Government is 
requested to publish advertisement, inviting applications and to give 
ju’efevence to Indian firms. 


III. Government accepts the new proposal. 

■\r ^^’^ee Indian firms tender, one being of 

ilr. B. Das, -M.L.A. of Cuttack, with the financial guarantee of one lakl^ 
ironi Bank of Bebar, Ltd. ■ - . . 
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V, The tender of Mr. Das is rejected on the plea of “financial arrange- 
ments "s^ore not satisfactory”. 

VI. The Banlc of Behar enquires “in what respect these were so, and 
if the Government were to say clearly what they want for giving the 
promised financial help of three lalihs of rupees the Bank will he nrepared 
to reconsider the offer and meet the Government requirement.’’ 

YII. Government in reply stated that they “ cannoc enter into dis- 
cussion of their reasons ”. 

VIII. The hank replied they, had no desire to enter into a discussion 
but believing in the oft repeated declaration of the Government, for- 
helping and encouraging local enterprise, had offered to meet all Govern- 
ment requirements. 

IX. The tenders of the other two Indian fir’ms are also rejected, 

X. Messrs. Octavious Steel & Co., after some delay, finally get the- 
license for supply of electricity at Cuttack. 

The mentality of the Government is further disclosed by the Avay 
Mr. Owen, I.C.S., Secretary of Local Self-Government Department, mixed 
up this bank in his defence for suppressing the Gaya District Board in 
the local Council. The bank had advanced money to several contractors- 
of the Gaya District Board to carry on their work, on the Chairman of the 
Board undertaking to pay out of their hills when these were due. The 
interest charged was 10 p.c. p. a. This transaction was attempted to be 
shewn as an unfair and underhand one and as adding up costs of the work 
by 10 p.c. 

The transaction on the other hand was a fair and legitimate work of' 
the bank, and facilitated the work of the contractors, who not only got 
cheaper money, but at the time they required, and the nett result was 
better and cheaper work for the District Board. 

These facilities were so much appreciated that the Gaya Municipality 
also requested us to finance their contractors on similar tenns. Seeing the- 
attitude of the Government and their desire to create trouble even in 
honest and straight business we stopped this kind of work. It luay be 
noted that contractors cannot get finance under 12 per cent, with secu- 
rities and about 18 per cent, without securities and that also after con- 
siderable trouble and running about. 

A business bringing benefit to all concerned was closed by the action ofi 
the Government. Appendix “B” gives the Government view of this trans- 
action. 

Our latest experience of the Government's desire to help and encourage- 
Us was the refusal to give us formal permission to cut up base and false- 
coins. There are a very large number of these in circulation, and the 
public and banks require protection, but the “Governor in Council”, for- 
reasons best Imown to itself, refused to give us this right which was as 
much in its own interests as in ours. 

We and the public take these as indications c>f the Government's real- 
policy of discouragement towards Indian concerns, 

iMPERiAt Bank of India. 

This bank and, we believe, other Indian banks, derive no advantage 
worth the name from the Imperial Bank. It is. sometimes callod the- 
Bankers’ Bank in India but this is a mere eye-wash. 



ImpGnfll Ecinlc (3ocs nofc trust or "wunls to tiust lu^iun IdcIhIcSj 
tlie Indian, banlcs are difiident of approaching it Mitu any pioposal, as a 
refusal is bound to come in 99 oases out of 100. 

In the rear 1913, after the failure of the Peoples’ Bank, ire approached 
the Bank of Bengal, as the Imperial Bank then was, for a loan on she 
security of G. P. Notes, it was apprehended that there might be a run on 
us. The Agent was pleased to saj’^ that he could not make any advances 
until and unless the securities were first vei'ified as genuine by the Public 
Debt Office. This was probably his orders and it did not matter to tho 
Agent that these were being presented to him by a responsible party, 
and that if, at a time of panic a bank wants money, it wants it Just 
then, and if it were to wait for a week, it would either meet all calls on 
it or close down. This was our first experience and we find not much 
■change in the attitude or mentality of the successor to the Bank of Bengal, 
■i.e., the Imperial Bank of India- 

Several years later we approached the Bank of Bengal again to redis- 
count demand drafts purchased by us on Calcutta during the busy season. 
The Bank wanted us to supply the names of the parties on whom these 
would be drawn. It was a meaningless demand and impossible to comply 
with. These drafts are drawn on arhatiyas or agents in Calcutta, whose 
number is legion, and each party has its own agent and it was impos- 
sible to say beforehand on whom these would be drama and a list w'ould 
have had to give practically the names of all arhatiyas in Calcutta, who 
number several hundreds. The information would have supplied no useful 
purpose as the arhatiyas do not take any liability when the bill is dis- 
counted by the bank; they pay or refuse it on presentation. It might 
have been drawn on the most solvent party but it would not have help- 
ed the bank in any way. The information could not be given and the 
business fell through. 

The Imperial Bank enters into active competition with other banks in 
the business of transfer of funds, and advances. The privileged position, as 
banlcer to the Government, and command of funds at cheap rates, enables 
it to offer low rates, and it is impossible to compete with it. 

The Imperial Bank does not give any consideration or concession to 
the smaller joint stock banlcs, and it would be a joke to call it the 
Bankers’ Bank in India. The rates which it charges the joint stock 

hanks are the same as it charges to its other customers. 

It takes no interest in the development of Indian banking. It recog- 
nises no credit or position of any Indian bank. It will advance money 
against Government Promissory Notes, or other approved secm-,it.y at' 
the prevailing bank rate. This is the utmost it will do. Barger industries, 
like jute, coal, metals, sugar, etc., are in the hands of toreigners and it 
Is them that the Imperial Bank mainly finances, In financing the move- 
ment of crops, the Imperial Banlc plays a minor part in this Province. It 
is only when the merchants in the bazar are unable to absorb the 'bills 
available that these go to it. Another reason is that the eharcres of tho 
Imperial Bank are too high for such transfers and the Bank does not c-o 
with the market or control it. It stands aloof and allows the market 

to adjust itself as best as it can. Calcutta being verv near people uiider 

Biieb cii-cumstances prefer to get funds in cash or G. C. note’s, which come 
cheaper and save much trouble. 
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111 the supply or exchange of currency notes and of silver there is always 
trouble. The issue of notes is restricted on the supposition that these 
will be utilised for remittance purposes. 

The hours of transacting; Government business are very short. 

People do not expect much help from the Imperial Bank, constituted as 
it is at present, with a large European element controlling it. If it con- 
tinues in the same position then the privileges given to it by the Govern- 
ment should be withdrawn, and the Bank left to work on its own account 
and with its own resources. 

The new branches of the Imperial Bank of India, in a number of places, 
serve no useful purpose, and only cut into the business of local banks- L 
Government subsidised institution, by the present policy of the Govern- 
ment, is retarding the growth and development of joint stock banks. 

The Impeiial Banlv should have been allowed to establish overseas 
branches and to enter into exchange business, which is in the hands of 
foreign banks, but instead of doing this it has been directed to bring; bank- 
ing facilities to remote places, with not much benefit to many. 

OnEDlT FACILITIES. 

The present position regarding credit facilities for producers, merchants, 
and manufacturers is highly unsatisfactoiw. Credit facilities are no doubt 
available to certain classes, but these are often found to be inadequate. 
The lllarwari tradesman or merchant will get credit facilities from shroffs 
of his oivn community, or wholesale merchants and dealers, by way of dis- 
counting bills, trade credits, oi- deferred payments; facilities are usually 
available for merchants and others, from capitalists of their own com- 
munity, or those who have their olfices at places where the merchant 
•worlcs; but as soon as he wants to break new ground, or move from his 
•own groove, there are great difficulties for finance. For example, a cloth 
merchant has his home in a small town, whore he may own properties, he 
has a large shop and gets large credits from his arhatiyas (suppliers) in 
Calcutta, Cawnpore or Bombay. But if for other business or any reason 
he wants to raise money, and for which he may offer stocks or landed 
property, he null have difficulties and will have to nay high interest to the 
local money lender, and incur additional expenditure in executing a mort- 
gage bond. A very large number of educated people desire to take up 
■commercial pursuits, but being new to the work and having no trade con- 
nections, they do not get even {he usual trade credits, and though they 
are possessed of properties, cannot get credit facilities. Land is the best 
and safest security, but ouung to legal difficulties, complicated procedure, 
raid expenses, people are unable to utilize it for the purpose of creating 
•credit. This bars a large field for useful investment to the bank and 
hanker, and at the same time handicaps commercial and industrial deve- 
lopment, as those who have landed security cannot easily raise money on 
it. 

Our suggestion is that on the lines of equitable mortgages, which can 
be done in Presidency towns, the law should be modified so that a land 
of “banker's mortgages” maj^ be brought into existence, with the follow- 
ing privileges: — 

(1) Stamp duly should be Be. 1 only irrespective of the amount. 

(2) Eegistration charges should be one-fourth of the scale for ordi- 

nary mortgages. 
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(3; The period for which, such inortgngos would be valid, should be- 
15 months, after which it should cease to be a mortgage and 
be only an ordinary unsecured debt- 

(4) Title deeds to properties covered by these mortgages, should be 

deposited udth the mortgage deed, b'^or pui7>oses of title it 
w’ould be sufficient it the name of the mortgagor is on Ae 
Government or jnunieipal register relating to the property, and- 
no person could create a mortgage unle''^s his name is recorded 
as proprietor. 

(5) That when a suit is filed : 

(a) instead of personal service ot summons and notices, it shall be 

sufficient if these are published in the local Gazette, a local 
newspaper, and being sent b\ register post to the last Iinown 
address of the borrower. 

(b) that ufitbin 60 days of the service ot such notice the court shall 

be bound to pass a decree in favour of the bank for the 
amount claimed unless the borrower appears and contests 
the claim , 

(c) no borrower shall be allowed to appear and contest a claim or 

any portion of it unless be deposits In cash or gives security 
for the amount which is in contest. 

That such mortgiages may only be executed in favour of the Imperial 
Bank, banks registered under the Indian Companies Act, or such acts as 
may be in force in future. Banks registered under the Co-operative Socie- 
:ies Act, and such banks and bankers as the Government may notify from 
time to time. 

Under the Transfer of Property Act, the right to create an equitable 
mortgage with or without a formal deed is confined to Presidency towns 
only. The co-operative banks have been given the privilege of ' getting 
mortgage bonds executed vdtliout paying any stamp duty and they have 
further the right of askinc the Kegistrar to issue a certificate for their 
dues, without going through all the harassment and delay of a law suit. 

What we sugsest is that one uniform and simple procedure should be 
enforced for all jolaces and for all banks. 
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APPENDIX A. 

Work of Government Auditors. 

B. & 0. Legislative Council Proceedings dated 7th March, 1929. 

P. 258. 

Question : — ■ 

(а) Is it a fact that the accounts of the B. & 0. Co-operative Federation 
are audited by Government Auditors? 

(б) Is it a fact that the Chief Auditor pointed out certain mistakes in 
the audit notes of the Government auditor? 

Be ply : — 

fa) Yes, from 192] to 1928. 

(h) io (e) The answer is in the affii’mative. 


B. & 0. Legislative Council Proceedings P. 967. 

B. K. Sinha:— 

"He (j\Iinister) then procured the services of a pliable auditor and 
ordered him not only to audit the accounts or tO’ ascertain the financial 
position of the Board * * * 

hut also go into and practically revise the result of the previous enquiry. 
This auditor knew which way the wind was blowing ^ «• 

he cooked the figures to suit the Minister’s wishes. * * 

The Local Government too did not have the decency to call for an explana- 
tion from the board, but proceeded on the basis of such report to pass a 
resolution condemning the board”. 

P. 999. 

Mr. G. E. Owen (Secretary to Government). 

“ "■ * I wdll give some details later on showing how 

and why the auditor went wrong- He did so wrong and I do not deny 
that”. ' 

P. 1013. 

"The auditor, however, did make some mistakes. * * 

By a silly mistake he included the same figure twice * 

* ‘ If by this mistake he added to the board’s liabilities, he 

emitted a much larger liability * * Ho 

made another exactly similar and silly mistake * 

Another of his mistakes was to include a working balance of two months 
recurring expenditure in the estimates of the Board’s liabilities”. 
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appendix b. 

jB. & 0. Leghlaiivc Council Proceedings daied Sth March, 1929. 


P. 992. 

IMr. Gr. E. Owen; 

“Another espedient which fairly takes one’s breath away, was that 
e: 5 ;ti’aordinarv transaction, by which the executives, one or both of them — I 
think I had better sav the chairman of the late board, when he had no money 
to pay his bills, made a private arrangement with a well-known bank, 
nnder which after writing letters signed by himself to the bank, that bank 
paid large sums of money to contractors, generally at 10 p.c. on the per- 
sonal undertaking of the" Chairman that he would put tlungs right, and 
■^rould pay not the contractors hut the bank. 

They were transactions not 
isolated * they were transactions, which 

continued to oe carried for over three years. 

* * In the following year a sum of money 

amounting to II lakhs was similarlv obtained bv this extraordinarv un- 
authorized loan method. 




f 




?. 1036. 

I\Ir. Heycoek; 

^ * the custom was that as the Board could not 

find money to pay the contractors they gave an authority to the bank to 
cash certain contractors bills and to charee contractors 10 p. c. interest 
for the privilege of getting their bills cashed by the Bank. 

I considered and I still consider that this method of financing the board 
vas wholly wrong and totally bad. * ^ the board 

can hardly justify its action in asking the contractors to go to a bank and 
get paid and pay 10 p. c. interest for the privilege.” 

Note. — ^The loans were given to the contractors and not to the District 
Board: they executed promissory notes, for the simrs taken, and the Chair- 
man. District Board, at the request of the contractors, undertook to pay out 
of the bills when these were due. 



31 


No. 4. 

Bank of India, Limited — ^Reply to the Special Questionnaire of the Indiana 
Central Banking lEnquiry Committee. 

Question 1. — ^^Vliat has been the effect of the opening of branches by the- 
Imperial Bank on (a) deposits of Indian joint stock banks’ branches, (&)> 
their turnover, and (c) the rates of interest prevailing in such centres 2 

Answer. — The Bank of India, Ltd., has branches only at — ■ 

1. Ahmedabad, 

2. Calcutta, 

3. Poona, 

4. Bandra. 

The Imperial Bank has no branch at Bandra, there were branches of the- 
Imperial Bank at the other places long before the Bank of India Ltd., 
opened. 

In these circumstances we are not in a position to answer this question. 

Question 2. — ^Mr. Bowie mentioned in his evidence before the Hiltorr 
Young Commission instances where the Imperial Bank on opening a branch 
had quoted definitely unfemunerative rates for remittance and purchase of 
bills. Has this practice continued and if so, are there any cases where the 
joint stock banks’ branches are in serious danger of having to close down? 

Ansxocr. — ^For the reason given in the answer to question No. 1, the 
Bank of India Ltd., is unable to answer the question raised by Mr. Bowie. 
The Imperial Bank at Ahmedabad, Calcutta and Poona has at all times, 
treated the Bank of India Ltd., reasonably in regard to T. T. and other 
remittances, and in other matters also; but we consider that the Imperial 
Bank should confine its operations strictly to business which it is entitled 
to conduct under the Imperial Bank Act. We should welcome the further 
extension of branch banking by the Imperial Bank. 

Question 3. — Suggestions have been made fmm time to time that there 
should be more co-operation between Indian joint stock banks and be- 
tween them and the Imperial Bank. Has the possibility of starting a 
Bankers’ Association been considered with a view to laying down from 
time to time certain general principles which, while giving members, 
reasonable freedom in competition, would restrict "cut-throat” competition, 
and facilitate business generally? What are your views on this subject? 

Answer. — The Bank of India Ltd., is in favour of healthy competition. 
There is at present some co-operation amongst banks generally, as practi- 
cally all banks are members of the Bankers’ Clearing House. There Avas 
much unhealthy competition for call advances against bullion — when Bank 
Eate AA^as 4 per cent, the Imperial Bank (we believe) lent money against- 
bullioir at 3 per cent, or even at 2 per cent. — Ave then offered to lend at 
14 per cent, or even 1 per cent. 

After a time the Imperial Bank presumably realised the unfairness of 
lending money at such low rates when it charged the best exchange and 
local banks interest at Bank Eate for advances against Government- 
Paper — ^AA^e believe it now lends at Bank Eate. 
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The Imperial Bank has recently issued a circular (to the clearing banks) 
announcing that in future its rates for certain class of T. I. business will 
be increased from 1/32 per cent, to 3/04 per cent.~aa increase of 50 per 
cent - also that interest on loans against Govt. Paper wall be charged 
ior at least 7 days instead of 3 days as heretofore. 

We regret exceedingly that it should have considered necessary or desir- 
able to curtail facilities to banks at this juncture, which facilities have been 
in operation for many years. 

We consider that further co-operation between the Imperial Bank and 
the clearin'- banks is rendered very difficult, if not impossiole. owing to the 
manner in which the Banks’ Clearing House is conducled, vide Mr. Gray’s 
•evidence before the Bombay Proidncial Commit! ee. 


We are of course in favour of the Imperial Bank being properly re- 
munerated in respect of its conduct of the Bankois dealing House. 

Pigures showing the actual average credit balances maintained by 
clearing banks with tlie Imperial Bank during the year ending 15th Sep- 
tember” 1930, also the average balances during each inonih of the same 
year, would be useful in determining the question of adequate remunera- 
tion. 


We think that the Imperial Bank weekly statement should disclose 
(1) Public, I.O., Government deposits Bs. (2) Other deposits 

(а) Banks Ps. 

(б) Others Bs. and Bs. 

Question 4 . — Complaints arc being made that owing to the monopoly of 
foreign exchange business the e.vchangc banks arc able to attract deposits 
at lower rates than the Indian joint stock banks to tlio disadvantage of 
the latter? What has been ;^our expei’icnce in this respect? Ho you find 
that your inability (from wdiatever cause) to take a considerable part in 
'exchange business in any way alfects your potential deposits? What 
would be your views on any proposals to restrict in any way the operations 
of the exchange banka? 

Answer. — Wq cannot support this complaint. Our experience is that 
new banks have to pay higlier rates for deposits. When this Bank was 
cstiiblished in 1906 we paid for yearly deposits ^ ])cr cent, more than the 
old established exchange banks — now after 24 vear.s’ working wc pay about 
the same rate. ' 

The rate payable for deposits is governed primarily by the credit and 
standing of the borrowing bank. 


I\'e do not consider that our non-participation in exchange operations 
affects oui potential deposits except to the extent that people dealin*- in 
foreign exchange must necessarily keep an account with one or more^ex- 
change banks. We consider that the particulars required fin tlie case of 
banks) by Act YTI of 1913 sbould be disclosed in the balance sheets of 
all banks operating m India. Some slis:ht alterations in this Act mnv be 
necessary— ffilly secured debts, personally secured debts, etc., should be 


It is very unfair that Indian joint stock banks should be subiecied 



Question 5 . — It has been stated that exchange banks by opening 
bnanches up-country are becoming serious competitors of the Indian joint 
(■stock banks;- .What .are. your views bn.this subject? / . ■ . -: 

Answer.— As there- are no branch exchange banks at Ahmedabad or 
Poona (our only mofussil branches) we are' unable to answer this question. 

Qxiestion 6 . — Gan you suggest any methods by which the position of 
Indian , joint . stock banks can be improved and the developments of such 
banks facilitated? 

, Ansiver. — -{a) We consider that there should be a Eeserve or a Currency 
Bank of India. , . ■ 

(6) We are of opinion that a premier Indian bank should enter into 
■foreign exchange operations and that Government should take the initia- 
tive in this connection rendering such assistance as may be necessary or 
desirable. 

(c) We would' invite attention to the evidence given before the In- 
dustrial Commission (presided over by Sir Thomas Holland) regarding the 
inauguration of a Country Clearing for India. 

, (d) With regard to Indian personnel, the Indian Institute of Bankers, 

"which has our substantial support, is doing much good work; we consider 
that Government should continue to support the Indian Institute of 
Bankers. 
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No. 5. 

statement of evidence submitted by Babu Satgur Das, B.A., LL.B>, Agents 
Benares Bank, Iitd., Muzafiarpur. 

Opinion on Negotiable Instkiiments Act Amendment Bill. 

Before the Bombay ruling tbe practice among bankers was to pay to 
bearer on presentation, cheques expressed to be so payable on the face 
of them, wthout examining endorsements on the back. The ruling makes 
it incumbent upon bankers to examine the back of all such cheques for 
endorsements u’hich may have the effect of converting a bearer into an 
order cheque notwithstanding that the same still is expressed to be payable 
to bearer on the face of it. 

Banks have hitherto followed the practice, which is supported by English, 
-decisions, of accepting as an order cheque, a cheque originally expressed on 
the face as ‘bearer’ but altered by any person whosoever into ‘order’ not 
minding whether such an alteration has been attested or not. 

It is further a banldng practice, when a bearer cheque is discounted 'to 
an unlmown party to ask him to get it endorsed by a known party and! 
hitherto the law provides that such endorsements impose a liability on the 
endorsers. This enables an unknown party to negotiate cheques, provided 
they are endorsed by Imown parties to give them better credit. 

The proposed bill for amending the Indian Negotiable Instruments Act 
should only restore the position upset by the Bombay ruling. The amend'- 
ing bill as drafted also seeks ; — 

1. To limit the power to alter *bearer’ to ‘order’ on the face of 

the cheque to the drawer of the cheque. 

2. To relieve of all liability the endorsers of a bearer cheque. 

The first unduly restricts the right of holders to protect themselves 
against theft, conversion, etc. The English practice is jireferable. 

The second prevents negotiation of bearer cheques by holders who are 
not well known. 

The views expressed above cover provisions of the law as applied to 
cheques and I am not in a position to advise about vernacular customary- 
bills. If the whole law regarding Negotiable Instruments is to be revised.' 
further suggestions can be submitted, 

BAOTv BATE AND CUKBENCY POLICY. 


So long as the Imperial Bank of India rate for discounting inland bill& 
ranges between 4 per cent, to 6 per cent, it does not arouse much suspicion, 

- is raised to 7 per cent, its effects are more felt cind its 

justification doubted. It is asserted that generally the rise is not for 
reasons of monetary conditions or available monies (which is also artificiallv 
contracted) but for reasons of enforcing the monetarv policy of the 
Treasury which is carried out by (i) contractions of currenev, ' (2) increase 
imperial Bank rate, (3) Sale of Treasury Bills. Eecently, currency 
v^as further contracted by S crores (total deflation exceeding 15 crores) and 
at the same time the Impenal Bank rate raised to 7 per eSnt. from S per 
cent., after a irief hf?.L at 6 per cent., especially when the country at the 
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lime was entering the busy season. For four months, exchange despite all 
such attempts, did not go beyond Is. 5cl. Call-money was available at 2 
per ceni., and cash resources 30 crores; also trade demand less by 2| 
crores. When the Bank of England rate was raised last year. Imperial 
Bank rate went up to 8 per cent, in sympathy. Among the justifications 
for this rise it was said that the exchange banks were withdrawing money 
fi’om their investments in India and from the Imperial Bank at 7 per 
cent, to reduce their overdrafts with their head offices at Home over 
which they had to pay high rate of interest, i.c., say 5 per cent. ! The 
Bank of England rate is at present at a low level at 3-^ per cent., but 
the Imperial Bank rate continues at 7 per cent. 

but of the total import of about a crore of jute bales, about 60 lacs 
are imported by Indian merchants. The Europeans are able to get assist- 
ance from the Imperial Bank by hypothecating the stock of jute lying with 
them in their mofussil godowns. The rate of other banks, who accom- 
modate the Indian merchants, lias to depend on the Imperial Bank rate 
and it is generally 1 per cent, to 2 per cent, higher. It is thus veiy detri- 
mental to the country's trade if the Imperial Bank rate is raised for 
reasons other than monetary conditions. 

The issue of long and short term treasury bills at attractive rates 
tends to attract capital out of commerce. In view of very long return 
(exceeding 6 per cent.) obtainable on treasury bills, it is hardly a matter 
of surprise that ‘gilt edged’ show no improvement and bankers are. writing 
off depreciation on their securities. The issue of the recent sterling loan 
at the favourable tcim was another set back in this respect. The effect 
is far reaching. Deposits are withdrawn from bankers and banks have 
to boiTow at high rates against Government securities or are forced to sell 
them at low rates. 

The Finance Member has repeatedly asserted that the ratio will remain 
' at what it has been once fixed finally, and we may add, at any cost to 
the country. It is, therefore, very necessary, that the transition period, 
which has been extended very indefinitely, as was apprehended .when the 
ratio was fixed at that higher rate, would be cut short, since no change 
in the rate can now be expected. 

The trouble that the Government is experiencing in maintaining this ratio 
evidences that it is not the natural ratio. If it is so, the rate of exchange 
by greater imports or otherwise tends to Is. 4d. India’s rupee obligations 
in England are met at the higher rate which means that the difference of 
two pence is met by the Indian Government which recovers it in the form 
of higher taxes. To the Indian, imported British goods appear to be 
cheaper, though in fact he pays the difference in another form. The 
effect is that India’s total purchases inprease which must be liquidated by 
gi-eater volume of export of raw materials at unfavourable rates, i.e., the 
barter terms of trade are modified in favour of Great Britain. 

Government has to build up sterling securities by a slow and 
steady process from sale proceeds of silver, which has meant further depre- 
ciation in the intrinsic value of the inconvertible token coin of British 
India and also in the silver hoardings of the India’s millions who had 
escaped the disaster through which their richer brethren passed when the 
value of the sovereign was drasticallv fixed at 10 rupees at the recom- 
mendation of the Babington Smith Committee. 

Gold exchange standards, stabilized exchanges, currencies managed by 
discount rates, often fail to face long run problems and are not adequate 

n 2 
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enough to M’ithstand trade depressions and fluctuations in the price of 
Blvcr. The gold price of silver, it will be remembered, was 60d., in 1872, 
27d. in 1914, 89d. during War, 30d. ini 1923 and it is 19d. to the oz. now. 
For a time pegging of the exchange may be successful; but a permanently 
stabilized rate of exchange is unintelligible to the practical economist. At 
the time the Bvyal Commission on Indian Currency and Finance recom- 
mended l/6d. ratio, they must have thought that it was a very temporary 
expedient. 

India should have the gold standard em-reucy which will give greater 
credit to Indian cun'ency and artificial exchange question will be settled of 
itself. Foreign trade will no longer remain speculative, as it would not 
depend on gold price of silver (which is even lower to-day than was before 
the War), or on the efficiency of the Government manipulation of the 
currency. Where a country returns to a full gold standard after a period of 
temporary suspension of gold payments, the effect is all to the good. 
It will also decrease the habit of hoarding in gold and let it free for other 
purposes. Value of gold and silver, in teims of other commoditie.s, has 
depreciated. A gold currency will bring more purchasing power. The 
great merit of a gold standard is that the unit of currency is equally value- 
able whether as coin or melted down. Generally speaking, it cannot be 
manipulated by Government. The introduction of effective gold standard 
does not imply immediate and total convei'sion of the existing token 
currency into gold. For her requirement India has considerable resources 
in the shape of gold bullion and securities. 


THE IMPEBIAL BANK OF INDIA, THE SO-CALLED BANKEES’ 

BANK, A GEEAT HOAX. 

I do not know if any of the functions of the Imperial Bank of India 
entitle it to be called a Bankers’ Bank. They have advertised themselves 
as ‘Bankers to the Government of India’ and the credulous people of 
India have been believing that it is a State Bank. From the amount of 
support that it is getting from the Government it would not be far wrong 
to call it a State Banlr. A Bankers’ Bank is another advertisement to 
expand the credit of the Imperial Bank that has been forced upon it Fy 
others! And indeed the Imperial Bank of India is acting as the clearing 
bank at different places. 

So far as is in my knowledge only one special facility is given bv 
Imperial Bank to other Indian Banks. And that is in the matter of 
Telegraphic Transfers. Tliey charge 1/16 per cent, from the public and 
in special cases 1/82 per cent, from banks. Telegraphic Transfers through 
Imperial Bank at 1/32 per cent, can be aiTanged between places where 
the other bank has branches. So that if a joint stock bank has sav 
TWO branches, Imperial Banlc would £ell_ T. T.’s to it at 1/32 per cent, 
fci those two places onl\ . I do not think this is any concession worth 
the name. Against this one facility, it will be of interest to note, what 
other things the Imperial Bonk would not do for other bank's which it 
would only be too glad to do for the public. Imperial Bank would not 
open accounts of any banks at any place where that other bank has no 
branches. If the branch of that other bank is in mofussil the local 
br.anch Jiere of the Imperial Bank would moke no advances to the former 
by way ^raft or otherwise, even against Government securities. 
Not only tins but even deposit if made in silver coins, will not be accepted 
on any one day over a particular amount in the branch’s account. 
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"With the heavy balance of the Government that is at its command, 
and the duties that it has undertaken on its shoulders on account of the-, 
transfer of Government Treasury work to the Imperial Bank, wherever- 
it has branches, it should be incumbent upon the Imperial Bank to allow 
at least the following benefits to other banks to enable them to partake 
to an extent of the favouritism that the Government has for the Imperial’ 
Bank; — • 

1. It should sell Telegraphic Transfers at very low rates for any place- 

in India. 

2. It should alloA^- overdraft freety against Government securities or' 

against such securities, against Avhich it is allowed to invest 
monies under the Act, and at bank rate. 

3. It should collect cheques on its other branches free of all charges. 

It may be added here that the interest for the period of transit 
would be a net gain to Imperial Bank and there will be no 
extra expense on postage. 

4. If possible, it should rediscount bundles to the banks drawn and 
“ accepted by parties to whom credit is allow-ed by the Imperial 

Bank. 

5. It should allow interest on current deposits and accept silver 

currency to any extent. 

6. It should act as Agent of other banks who would furnish 

securities with the Head Office of Imperial Bank and be 
allowed to draw'- drafts on the latter’s branches. 

7. It should publish its method of organisation and management as 

also the fonns and books in use for the benefit of Indian 
joint stock banks w'ho have not perfected in this important 
respect. Most ^of the failures are due to want of proper 
management or on account of the difficulty in tiding over 
temporary monetary stringency. 

It is said that great restrictions have been put on Imperial Bank which 
is allowed to do only certain kind of business and as such it does not 
compete directly with other joint stock banks. It is not allow'ed to make 
any advances for more than 6 months, but it gets over this difficulty by 
renewing its advances every six months. Further, it advances monies 
against its owm shares, wdrich advances it must be treating as unsecured. 
Indian States, local bodies, schools, etc., get instructions to transfer their 
accounts to Imperial Bank from other banlcs. 

It has also been said to the credit of Imperial Bank that it has reduced 
rates of interest. It is true, rate of interest has been reduced. But let 
us see w'ho have benefited by this reduction. Its rate of advance is 1 
per cent, to 2 per cent, higher in the mofussils. And its advances are 
mostly to business people, Europeans generally, and against liquid assets. 
These people hold such' securities as they can easily turn into cash. 
It is the Indian agriculturist w'-ho w'onts money at low rates. He has 
not the securities of the land which the Imperial Bank would accept. He 
may be accommodated by joint stock banks and co-operath'^e banks. 
The return on Government securities and P. 0. Cash Certificates is verv 
high; though in these there is experienced some difficulty about endorse- 
ments and in getting refund of Income-tax. But GoA-ernment papers, 
purchased through post office, caiTy no Income-tax. Co-operative banks 



38 


and joint stock banks have, therefore, to allow attractive rates bn deposits. 
Thev are thus not in a position to advance money at low rates. Ihe 
Imperial Bank, thus get all first class securities and first class parties. 
If a joint stock bank opens a new branch at a place uheie there is 
no branch of the Imperial Bank, the latter follows it there. 

It would be necessary here to digress a little to discuss the position 
of the agriculturist. He is generally illiterate, and cannot derive an}’ 
good from the Pusa Aaricultural Institute, where education ig imparted 
in English. He generally owns small plot of lands in which modern 
methods cannot be applied. Properties under the Hindu Eaw and especially 
under the Mohammedan Law of inheritance are sub-divided very consider- 
ably. As the Law stands at present landed properties do not tum out in 
the long run to be good securities though they seemingly are tlie best. 

Some provision should be made to accommodate the petty and big 
landlords. The Imperial Bank makes advances against standing crops, 
but it has not expanded this business. The landlords have at present to 
depend on monsoons. Some plots require di’aiuing, and at other places 
irrigation will improve matters considerably. Government should lend 
its aid in this matter or the Imperial Bank should take up thig business, 
as also the business of financing Indian industries. 


ABOUT MOETG-AGE CASES. 

There is some difference in the conduct of civil cases in Bihar and the 
United Provinces. Eules of Civil Procedure are altogether different. 

In loans against mortgage of landed properties the securities cannot be 
sold unless a suit is filed. Alter a suit is instituted a date for hearing is 
fixed. The defendant is allowed to postpone the hearing from time to time 
on various pretexts — Court is also relieved to an extent of present work 
and earns more stamp duty. In most cases, unless suit is dismissed for 
default or decided ex paric, the actual hearing of the case does not take 
place for several months. Even when a case is postponed for want of 
time — which is also very common — ^the courts make sure that both the 
parties to the suit are present through their pleaders which becomes very 
bard on the litigants as on many occasions they come with witnesses. 
Subsequent dates of hearing are also postponed on various accounts and a 
suit is rarely decided before a year is out. As the cases are not taken up 
serially and subsequent dates are noted by the Pesbkars who some time 
write orders on petitions to be signed by Court, the former wield great 
influence. So is also the position of the Court chaprasi who serves sum- 
mons and files service of Dakhnldahani without which cases cannot proceed. 

The defendant’s object is served in two ways. Eirstly, that he expects 
that he will not have to pay pendente lite interest and the rate of interest 
will be reduced to six per cent, and secondly, that as he has no ready 
money to pay the plaintiff creditor, he wants to get time to raise such 
mone} , the properties at stake being generally of considerablv more 
value than what he actually owes to the plaintiffs. Sometimes his object 
IS merely to harass the creditor. This means heavy and unnecessary^ 
expense to the litigants. The defendant remains in possession of the land 
in mortgage smts and collects rents from which he defrays the expenses 
of the case. He, therefore, in fact loses very little; for were the suit to 
be decided earlier, the creditor who would purchase the lands in satisfaction 
of the decree would be entitled to the rents. In fact, the mortgagor 
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^defrays whole or part of the expenses of law suits from the monies to 
which the mortgagee would have been entitled. 

It is when a suit is decreed, say in about a year, that the real dif&culty 
’ of the defendant begins. The Court generally allow easy terms of pay- 
ment to the judgment debtor. Sometimes the period of payment extends 
to a year or more. Judgment debtor, as is very natural to him, sleeps 
over this period, and when on default the decree holder brings execution 
proceedings, the judgment debtor on various pretexts, which the court 
allows, puts off execution until the expiry of the period of grace originally 
allowed by court. The defendant has several loopholes to delay execu- 
tion. Instead of taking all objections at once, objections after objections 
are filed, one after the other as they fail, under different sections of the 
Civil Procedure Code. As the dates of hearing are fixed at long intervals 
considerable period elapses before the execution case is actually taken up. 
Sometimes the same objection which had once been dismissed is filed to be 
ultimately dismissed again as Res Judicata unless the plaintiffs fail to 
bring the point to the notice of the court who should take drastic actions 
against such objections. At last the property is put to sale and again 
the defendant is allowed a year or so to pay up the decretal money before 
the sale would be confirmed. On the expiry of the period the defendant 
can prolong the period by about another six months before the sale is 
made absolute. All this time the defendant is in possession of the lands 
and is collecting rents from tenants. The sale purchaser is in most cases 
the decree holder hhnself and in some cases a benamidar of the judg- 
ment debtor or another interested party. In the end the creditor applies 
for possession. The judgment debtor can put all sorts of obstructions 
in this matter. One after the other he sets up many interested parties 
who frivolously file objections which the sale purdhaser has to contest. 
"When every such miscellaneous objection cases fails, the judgment 
debtor or other interested parties can file frivolous regular suits 
based on the same facts which have already been decided or on other 
frivolous grounds. It is when the decree holder wins at every stage and 
also from the appellate courts that he really becomes the owner of the 
lands. Sometimes stubborn judgment debtors do not give possession 

to the sale purchaser or dispossess him and thus obtain the privileges which 
the law attaches to possession. The tenants also take the side of their 
■old landlords and collection of rents becomes almost impossible or involves 
the sale purchase into fresh and numerous rent suits; and he is also 
shouldered with the payments of G-overnment revenue and other rates 
from an early stage with no corresponding receipts from the lands. 

, As will be obvious from this, the completion of the realisation of a 
mortgage transaction by suit takes something from four to five years. In 
some cases, the period is less and in others even more. 

Under such circumstances from the creditor’s view point, a mortgage 
■transaction should not pay. But it very often happens that the mortgaged 
■properties are of considerably higher value than at which they are sold in 
court sales. If the banker is prepared to do Zamindari work so long as 
be is not able to find a suitable purchaser for the lands, such a transaction 
■pays in very many cases in spite of the fact, that the process is very tedious 
and extends over a long period. A mortgage bank, therefore, shall have 
•to keep a separate establishment for this piupose. 

Apparently before such an institution can be successful in Bihar, the 
Tules of Civil Pmcedm'e should be revised on the lines as are in vogue in 
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the United Provinces, as adapted to lands under Permanent Settlement; 
or some other simpler summary procedure should be adopted. A 'pendente^ 
litc Peceiver should be appointed m every case prayed for. The English 
practice of mortgage by conditional sale, should also be recognised and sale 
(if not foreclosure also) should be possible without compulsorily going to 
court. To further protect their interests, banks may take up the 
management of the Zamindari so far as is possible under their supervision 
or at least the payment of Government revenue, Malikana rents, cesses, 
etc. 

They must also satisfy themselves that the mortgagor’s title is clean 
and that there are no previous charges on the lauds or house properties. _ 
Pegistration of mortgages or sales can take place at various places and 
sometimes dakhilldianj (i.c., mutation) in Pegister D is not completed 
and there are also other ways of defrauding. It is, therefore, difficult for 
banks to be fully satisfied that they are getting clean lands and the process 
would be very expensive. Whenever a sale deed or any transfer deed 
or a mortgage deed or bandobast, etc., is sent for registration, the Pegis- 
tration Office should insist upon the necessary fees to be deposited for 
mutation on Pegister D in case of Mash Milkiat ; while such a transaction 
in case of Kasht should be noted on the IChetians (Pecord of Eights). 
This part of the work should not be left to the parties and must be 
obliptory on the Pegistration Offices. The creditor invariably sees the 
Pegister D and the Khetians. If the above are noted on them, ‘inspection 
of indices in the Pegistration Offices null not be necessary. 

Banks should have the option to redeem all previous mortgages, upon 
whom it should be obligatory to disclose all their dues, for which there is 
a charge on the lands. 
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No. 6s 

Statement oi evidsnce submitted by Mr. S. N. Pochkhanawala, Managing 
Dir actor o£ the Central Bank o£ India, Limited. 

In our memorandum to the Bombay Provincial Banking Enqnir3^ Com- 
mittee, we have described at length the unhealthy competition of the Imperial 
Bank of India and the foreign exchange banks with indigenous joint stock 
banks . In this memorandum we shall, iniQr alia, explain how banking interests- 
in the country could be linked together by a co-ordinate system. 


Indttstkial Banks. 

It is scarcely possible for India to compete successfully in industrial 
pursuits with the other countries due to the advantages enjoyed by the latter. 
Eor want of (1) sufficient capital, (2) skilled labour, (3) technical knowledge, 
(4) practical experience, and (5) Government support, India has so far suffered 
in various industries, except textile and jute, uffiich could be said to have 
had a fairly prosperous career hitherto owing to the natural advantages in 
their favour. The textile industry, however, at present is on the verge of 
ruin for several reasons well-known to Government. The other industries 
like cement andiron have managed to survive, thanks to the relief affoided 
to them by Government through tariff and protective duties. Attempts 
have been made from time to time by enthusiastic pioneers to start several 
industries in-India, where raw products are available in plenty’- for being con- 
verted into finished articles, but in few cases have i-he results been encouraging, 
and during the last few years, huge capital has been lost through the failure 
of several such industrial enterprises. These failures have necessarily scared 
away public support and influenced the withdrawal of capital and the curtail- 
ment of credit with banks. Of the major industries, except the textile 
industry of Bombay, there is hardly an industry worth the name which can 
be said to be suffering from want of finance. So far the Imperial, the foreign 
exchange and the indigenous banks had supported and financed the textffe 
and jute industries, and clean facilities used to be freely given on the strength 
of business prospects and credit of the borrowers. Of late the textile industry 
of Bombay has been suffering for want of adequate financial support from 
banks and those in charge of these concerns find it difficult to raise money on 
their credit as they used to be able to do in the past. 

The smaller industries get at present hardly any support from banks, 
because without technical knowledge of the industries, banks do not consider it 
safe to interest themselves in the financing of such industries. Another con- 
sideration in industrial finance is the period of the advance, and banks, as a 
rule, would not encourage advances that are likely to continue for over 12 
months. The constitution of the Imperial Banlc does not allow advances to 
run over 6 months, and thus it is never possible for them to give credit facilities 
to industrial concerns for fixed capital expenditure or block. The only help 
they at times can offer is for current requirements against stock of raw materials 
or finished products. 

If the banking system of India is to continue in its present form without 
a Reserve Bank, we think an Industrial Bank with Government support and 
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having its Head Office at Bombay or Calcutta should be established o^ the 
following lines : — 

Its capital may be fixed at Rs. 60 lacs to start with, which may be 
gradually increased if required, and Government should guaran- 
tee interest at 6| to 6 per cent, per annum on the capital of the 
bank, such rate to be subject to revision every five years. This 
bank should employ Government tcchnicalfexperts and should 
do no other business except financing of industries in their primary 
stages and till such time as such concerns can acquire for them- 
selves credit sufficient enough to induce commercial banks of the 
country to grant them clean or secured facilities. This bank 
should not open current accounts, but it may accept deposits 
for periods not shorter than 3 5'ears . It should not do commercial 
banking. One or two representatives of Government should be 
appointed as Directors of the Bank with the right to veto any 
loan if both agree. 

It would be desirable to place some kind of restrictions on the activities 
■of such an industrial banking institution on the following lines : — 

1. Hot more than 25 per cent, of its paid-up capital to be invested in a 

particular industry. 

2. Monies to any industry to be advanced only after its prospects are 

declared to be favourable by the Government or the bank’s 
technical expert, 

3. Applications for loans to be entertained only after 50 per cent, of the 

required capital of the company is subscribed arid paid-up by 
the public. 

4. The bank should satisfy itself that the management of the industrial 

concern is in competent hands having enough experience in the 
line. 

In case a co-ordinate banking system with a Reserve Bank is established 
in India, we do nob think a very large cc/pital vill be needed for an industrial 
bank, as the existing banks — the Imperial, foreign exchange and the Indian 
jomt stock banks ^would be able to meet the financial demands of the indus- 
tees by virtue of the increased facilities they would be gettmf^ from the Reserve 
Bank through the rediscounting of bills. 

In our opinion the banking system in India should be as shown below ; — 


Eeserv eBank. 


Imperial Bank F oreign Exchange 

:and Its Branches, Banks. 


City Joint: Industrial Bank. 

Stock Barks. 


District Joint 
Stock Banks. 


i 

Co-operati-ve 

Banks. 


Talooka Joint 
Stock Banks. 


Land Mdrtgagc 
Banks. 
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We have dealt in our mciuorandum to the Bomha5'^ Provincial Banldng 
Enquiry Committee “with the functions and business of the Imperial and foreign 
■oschango banks and wo shall deal now with the Reserve Bank and the joint 
-stock banks. 

The principal defects in the present banking system in India are ; — 

1. Absence of responsible National Conservatories of the money market 
like the Bank of England, or the Bank of Franco, or the Federal 
Reserve Bank. 

- 2. Inability of indigenous banks to hicroaso their lending power to 

meet seasonal or unu.sual demands. 

3. Absence of media between banks for mutual co-operation and joint 

action in case of necessity. 

4. A single office, namely, the Finance IMombcrship to the Government 

of India dominating the money market, invested as it is Avith 
supreme poAVors like the contraction of the currency and the issue 
of Treasury Bills. 

5. Government mfluence in goA’^erning the Bank Rate duo to the depend- 

ence of the Imperial Bank on Government balances. 

6. Wide and frequent fluctuations in the Bank Rates. 

7. Marked rlisparity between the Bank Rate and the money market 

rate. 

Ti^iat wo require is a banldng system to remedy the aboA’-e defects and to 
proA'ide the entire country Avith a res >rvoir of credit to Avhich our commerce, 
indirstry and agriculture coidd look for succour. 

In cA'cry country ‘ credit ’ is a certain index of prosperity, and almost all 
civilized countries in tho world, to conserA'c and fo.ster credit, have established 
for 1hcm.selves Central or Reserve Banks that .serA'o tho purpose of distributing 
nnd enhancing their Avcalth andiirospority, and aa’c are of opinion that tho estab- 
lishment of a Central or RcserA'c Bank in India is a matter of urgent necessity. 

COKSTITUTIOn OF A RESERVE BaKK. 

What i.s essential for the success of a Central Bank is a constitution that 
null (1) meet the varying and pecxiliar conditions of the country, and ^2) satisfy 
the requirements of its commercial, industrial and agricultural interests. 

For the purpose of giving every proA'^inco a suitable ojxportunity to develop 
its trade aird cncomage and promote indigenous banldng, India should bo dmd- 
ed into 5 or 6 districts vuth duo regard to their commerce and business. We 
suggest that the Reserve Banlc be cstabh'shed AA-ith its head office at Bombay 
and branches at Calcutta, Sladras, Rangoon and Lahore. From the consti- 
tution of the Reserve Bank of India, detailed hereafter, it Avill be noticed that 
offices at Calcutta, Sladras. Rangoon and Lahore will practically be independ- 
ent, managing their own afiairs, AA'ithout head office control, the only difference 
being that the latter, imlike the branches, AA^ould be inAmsted Avith Note-issue 
poAvers. 

The following would be the advantages of dividing the country into separate 
independent districts : — ' 

1. The trade requirements and finance of each place Avould bc looked 

after conA’-eniently by the district office. 

2. Tho branches of foreign and local banks in each district would find 

it convenient to place their reserves Avith fheir district office, 
and to haAm their bills rediscounted. 
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3 The people of each district would get an opportunity of subscribing 

to the capital of the Beserve Bank, to be issued in debentures. 

4 A Board of Directors, comprising of local members, could be formed 

at each centre, and they being acquainted mth business condi* 
tions of the district would be able to fully pro'vddc ior its require- 
ments. 

o. Government Treasury work would be greatly simplilied by opening 
sub-branches of the Reserve Bank in each _ district under the 
control of the Reserve Bank office of the district. 

6. Though the offices of the Reserve Bank at Bombay, Calcutta, IMadras, 
Rangoon and Lahore would u'ork independently, they would 
be under the control of a supremo body colled the “Central 
Board ” at Bombay, Delhi or Simla. Tiiis would ensure unit}- 
of policy in business and would make all the offices of the Reserve 
Bank Avork harmoniously and unifoi-mly as one single entity. 
The several offices Avould be so connected AA'ith one another as to 
give the best possible results by having an casv access to the 
surplus funds of one when required by the other, rcndciing 
possible stable rate of interest throughout the country. 

Debbktukes as Capital. 


We are of opinion that for several reasons the proposed Rc.sorvc Bank 
should have no capital raised on jomt stock principle. It should not be a 
joint stock bank brought into being through public or Government subscrip- 
tions, but it should be an independent concern, free from Government control 
or the influence of any corporate body. At the same time it should, from the 
begimiing of its career, liaAm a big capital, say at least for the flr.st ten years, 
to command public confidence, to gain control of the finance market, and to 
give elasticity to credit facilities, whenever required. As this capital, 
liOAVcver, .should Jiot be a permanent burden on the Institution, wc would 
suggest that ; — 


]. The Reserve Bank should raise Rs. 10 erores (Es. 5 crorcs to start 
with and the balance when required) by issuing debentxires (on 
its credit and goodwill) guaranteed by Government. 

2. These debentures sliould be in 100 rnrcc denomination, so as to 

give the rich and the poor equal chnucos of subscribing. 

3. They should be bearer debentures to avoid the trouble of transfer. 

4. The 3 '' should be made reiiaj’able Avithin 15 A’carsof ihcii' issue at the 

option of the Bank. 

5. A redemption fund should be created out of the profits of the bank 

for the repaAunent of tlie debentures. 

fi The debentures should carry interest at the rate of 5^ or G per cent, 
per annum, free of Income-tax (according to monetary condi- 
tions at the time of issue). 

7. For the purpose of the distribution of capital certain proportions 
should beaUottedto the different branches of the ReserA*c Bank, 
commensurate Avith their commercial importance and the sub- 
sen mg capacity of their population. This would give unequal 
opportunity to all the ' parts of the country to mvest in the 



45 


, 8. The debentures should be allotted to the highest bidders, and sub- 

scriptions thereto should be invited through tenders. The premia 
received should go to meet the preliminary expenses, or form the 
nucleus of a Reserve Rund. 

9, The Controller of the Currency and the Chief Governor of the 
Reserve Bank. Bombay, to be nominated as the trustees of the 
debenture-holders. 

We need not explain at length the advantages of such an issue, as it 
would fulfil the conditions necessarj- to meet the requirements of creating the 
capital, and its distribution throughout the country would, unlike a joint 
stock bank, keep this institution free from the control of shareholders 
and directors. 


, Control. 

The management is the most important and delicate part of the bank’s 
constitution and requires, therefore, very careful attention. The success of the 
Reserve Bank would depend on its management, and it is incumbent hence to 
subjectittoa control, which should be effective without being obstructive, and 
which could efficiently guide the worldng of the Bank. In this connection, we 
would suggest a constit\ition similar to the Federal Reserve System with such 
changes as ma}' be necessary in view of prevalent conditions. 

At the head of the Reserve Bank we would suggest the formation of a 
Central Board (1) to look after the workhig of the system, (2) to determine its 
general policy, (3) to remain in touch with the market conditions of the country, 
(4) to control Note-issue and dictate the currency policy, (5) to interpret by 
regulations and rulings the various jnovisions of the bill, (G) to fix the rate of 
discount from time to time, and (7) to exercise disciplinary control over the 
directors and officers of the Reserve Bank, Tins Board should be given 
certain powers so as to enable them to exercise effective supervision and control 
over all the offices of the Reserve Bank. Not being responsible for their internal 
management, it need have no controlling 'voice i]i business affairs, Iffce the 
passing of credit applications, etc. This should be entirely left to the directors 
and the management. It should be empowered to suggest to the legislatures, 
amendments that maj'^ be necessary for the better worldng of the Reserve 
Banlv on the experience gained, to inspect and examine at its discretion the 
books and the internal affairs of the Reserve Bank and its branches and of 
each member banlt, and to call for such statements and reports as it might 
deem necessary. 

The Chairman of the Central Board should submit annually a full report 
on the operations of the Reserve Bank and its branches to the Legislative 
Assembly and the Council of State, and these reports should be available to 
the public in tlie form of Government publications. 

Personnel of the Central Board. 

Great care should be exercised in the selection of the members of the 
Central Board as the working of the Reserve Bank and its branches w'ould 
greatly depend on them. The Board should be an active body of paid experts, 
who are not engaged in business, who are always available to attend regularly 
meetings of the Board, and w'ho are absolutely unliampcred by political motives 
or influence. No member of a Legislative body or director of a banlc should 
be a member of this Board. The Central Board should consist of 9 members. 
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mnolv ( 3 ) T1 e Finu! ce j^Iemlor, 
• 1 iflinct two Government reprcsentatn cp, ^ j . ^ •^tnnicrce Jind Indus- 

trv or any other officer appomtcd »>^^g^,,.,,„o,.Ocne.al-m-Gounmi at he 
TYipmbers should be ax^pom . 7 inciulxui? Hhould ue bclccted 

^^mmendation of the oi the Kcscrvo Bank~not nmro 

from the districts formed ? L at]cast4 of the ^ to be Indians, 

than two to belong to the financial, agiioultnntl mduBtnal 

ThTy should be active representatnes o^ them should 

n^pominercial interests of the coun > , i- of at lea.sl 15 to LO years. 

;l.'S“Sca. 

The inclusion of two_such reduced to one. liiach member 


nossess xwacticai ” mbors is certainly ucces.'iarY 

The inclusion of two such reduced to one. lilach member to hold office 
Later on, ^^^^^^'^fSterins of the first members to be as follows 

for five years, but tncxeim!, 

2 for 3 years, 

2 for 4 years, and 

3 for 6 years. 

• 1 salary of Ks. 2,500 to Bs. 3,000, or 

Each member should t},c Govcrnor-Gcneral-in-Council. la 

such remuneration as y l c ^ ^^^^^^j^^^dquaU it is dear- 

NoinXATIOS BA- THE LlXlSLATHEi:^. 

It i, possible that a groat co.«; Sd^buf f^f foShafnST™; 

™Sm probably ‘ 

1 comnrisinc of 5 member.a of the Council 

A Committee ^ ^^tive \ssembl|, the Finance ^lembor and the 

of State 5 members o ^ie LegisW ^^,^^^^;.c,,,,r«l.in-Co«ncil should re- 
Controller of fulfilling the conditions 

commend 10 ^ ^to select at least 5, out of these ton, and nominate 

aforesaid and the Coiim ■ Tcntral Board. Tn case fewer than seven arc 

them as the first ^ solcctcdbvtho Governor-Oencr,il-bi-CounciI, 

approved, the f “ ^rThe Board to scleet their orm Clmif 

sSject to the cousent of the ^ R.s. 1,000-1 ,.'.00. The fntaro 

man and have a j , t, pjUci i,,. the Govcmor-Gcneral-tn-Cmmcll 

SradviSo?u"l Board and thi consent of the two ITonses. 

■ nf +lip Central Board of the Beserve Banlc on the above 
hnesl^hoSTproduL the best results and create confidence by its efficient 
and independent working. 

Dieectoks or Beserve BAtxK BRA^'CHES. 

T7.,ob office of the Beserve Bank would work under the supervision and 
Each ■Rmrd of Directors, who will perform the clnlies usually 

control 0 i r banks Thev would, subject to the rules and orders of 

tScentrfl Board, \administer the affairs of the institution under their control 
Wv mid without being in favour of or against anv applicant banlc. Each 
Pmrd would h^ directly responsible to the Central Board and should make a 
report on its working to the Central Board every six months. 
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The Boards of Directors of each district should consist,, of 7 members, 
excluding the Governor and the Deputy Governor. At least four of the mem- 
bers on each board should be Indians. These members should be appointed 
by the Central Board, keeping in mind the following qualifications required 
of each member ; — 

1. He should be a resident of the district for at least 5 years. 

2. He should be a person actively engaged in his province in finance, 

commerce, agriculture or some other industrial pursuit, or a 
retired experienced man with the above qualifications. 

3. No director, ofi&cer or emplo3'ee of a bank would be eligible for 

appointment as a director on the Board. 

Selection of hioht men. 

The Central Board might adopt the following procedure to appoint the 
first members on the Reserve Bank District Boards of Directors : — 

The principal Chambers or Associations of Commerce of each district, 
where the Reserve Bank opens its principal offices, should be invited to suggest 
to the Central Board the ten best names of persons in their districts with the 
necessary qualifications. It need not be incumbent on the Central Board to 
. select the seven members of each Board from the names thus suggested, but 
the list would serve to guide them in the selection of right men in each district 
and would greatly facilitate their work. All future vacancies to be filled up by 
the Central Board independently. The period of appointment of each member 
to be fixed as follows : — 

2 for 2 years, 

2 for 3 years, 

2 for 4 years, and 
1 for 5 years, 

subject to re-appointment for every three years. Each director would be- 
entitled to such remimeration as may be fixed by the Central Board for every 
meeting of the Board attended by him. 

) 

Chief Governor of the Reserve Bank. 

As the work of Note-issue would be done by the Bombay office and the 
foreign exchange and the currency policj’- of the Bank would be directed and 
controlled by them, the services of a special officer conversant with this class 
of Vt^ork would have to be requisitioned. He might bo called the “ Chief 
Governor ” of the Bank and would be under the direct control of the Central 
Board and carry out their instructions. He might be mvited to attend the 
Central Board meetings when necessary, but would have no vote. ,He would 
be the chief officer of the Reserve Bank udth his headquarters at Bombay. 
The first appointment should be made by the GovernorGeneral-in-Council' 
with the consent of the two Houses on such salary as might be fixed by' them; 
He would bo entitled to attend the District Board meetings, but would have no 
TOt(i. 

The first appointment of the Governors and tho Deputy Governors, i.e., 

• the prineijjal officers of the Reserve Bank at Bombay and other centres, should 

• be made by Govornmentin consultation with the Central Board, but subsequent 
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•appointments might ho left to the Central Board, due consideration being 
mren to the rights of deserving Indians with a long hanking experience. The 
Governors and the Deputy Governors of the Reserve Bank should he persons 
•of tested practical hanking experience of at least 12 to 15 years. 

The salary of the Governor and the Deputy Governor of the Reserve Bank 
offices in different districts would vary according to the importance of business 
in each district. 

The other staff at Reserve Bank offices should be appointed by the res- 
pective District Boards of Directors. 


Financial Self-Government. 


In the above scheme the real power of administration of the Reserve 
. Bank of India is vested not in one hand, but in the hands of the Central Board 
which would be a representati ve body composed of independent, experienced 
businessmen with knowledge oi' finance and trade. They would be paid for the 
work and would be expected 1 o do their duties to the best of their abilities. 
Free as they would be from Grovemment and other political influences, they 
would be able to work independently in the best interests of the country. 
Earning profits for the bank would be no consideration for them. Nor would 
they have to adhere to any policy dictated to them by Government or any cor- 
porate body. Their only business and duty Avould be to manage the finances 
■of the country in the best interests of its commerce and its people, and to super- 
vise the general worldng of the Reserve Bank. At the same time, as they would 
have to report annually to the two Houses on tlie general working of the Bank, 
they would be directly responsible to the country for the management of its 
currency and finance. Their policy would 'bo open to criticism, their actions 
could be discussed without impairing the credit of the institution or mthout 
revealing the business transactions of the Bank. The success of the Reserve 
Bank system would entirely depend on the selection of the Central Board, 
which would be formed by the people through their representatives in the two 
Houses. This would be Self-Government in the finance and currency of the 
•country. 

With the establishment of the Reserve Bank, the Imperial Bank of India 
must cease to function in its present capacity of depository of Government 
funds, and all special privileges at present enjoyed by it must necessarily end. 
It should continue business like other joint stock banks and foreign exchange 
'banks, without being invested “with special privileges and advantages. The 
very principle of a Central Bank requires that member banks should bo treated 
•OP a fair and equal footing, without offering special facilities to any of its 
members. 

The abo've is only a rough skeleton of a Central Bank for India, and we 
have dealt with only questions of capital and control, these havin«^ been the 
• chief points of contention in the last Reserve Bank bill which Government 
had to imhoraw in face of strong opposition. 


City Joint Stock Banks. 

stock companies, 

•established m Inffia with the aim of carrying on legitimate banldng business. 
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deluding borrowtog and londtag and ope^g of cinront account,, abouM be 

allowed to make use of the word Bank . ^ ^ 

To render possible Sr The 

be subjected to the follomug restrictions 

1. It should not begin work unless 26 per cent, of its subsorrbed capital 

IS paid up. and other requisite information 

2. Besides the names of the it should submit the 

to be supplied to the^toro^Compames^^ 

name of its manager. Th should he a Certificated 

years’ practical ’’“^"S^^j^Bankers, London or In<Ma, or hold- 
^sociate o i^^as in banking and finance, with 5 years’ 

“ricSK4|Sp“Snce. in some good bank after the pass» 

3. rorlwr—ilTisnot deshaWe "“^s Tr^s^Tcertf. 

rdtatS Ki^Inding -d ex^nenco ^shouM be given 
special hcenses or certificates examinin'^ banks’ accounts 

books at all times. 

4. For the safe working ^ I'tTs yeojToi Ttank’s 

r4rnt^sSd"ntbrfo»S^^^^^^ 


Bankeks’ Association. 

To bring the banks in large cities ^ Assoc^atioSfshould be 

remove racial prejudices and 3*ealou&ie , *. • i „ities on the lines of the 

formed by the Imperial Bank of India in the t l^e introduced 

Exchange Banks Association. Many y , , mutual benefit 

through the Association, and concerted have no source of 

of banks and them clients. For . A except through bazar reports, 

information to determiue the credit of their - determine his financial 

If a bank insists on a client producing his bala receives him with 

position, he resents the idea and goes to ano > practice with 

open arms without insisting on the informat > , Europe and America 

banks in India to insist on such positio^ to them. We 

would not deal with a client unless he dis evstom, which are obvious, 

need not dwell at length on the advantages eirroft’s who do not draw up 
There are innumerable cases ^ unaware of their own posi- 

their balance-sheets for years, and many o T _ . their credit is ruined, 

tiou till thciy get swamped with their every client asking for 

It is in the interests of banks and the meic .. Jj-ect financial position to his 
an advance from a bank should disclose his correct u p 

^ Tn 
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lianker. Concerted action by banks in this direction would go a long way to 
imnrove. and extend credit where needed, and merchants, shroffs and traders 
would be induced to keep proper books of accounts in their onui interests. 


The openin'^ and closing hours of banks in Bombay also vary. Some 
open for business at 10-30 and some at 11. The closing hours even of banks 
are not the same, some closing at 3-30, some at 4 and some at 4-30. 


Cleabing Houses. 

The Imperial Bank conducts the Bankers’ Clearing Houses in the principal 
cities of India and the head of the Imperial Bank at each centre works as the 
President of the respective Bankers’ Clearuig House. 

The Clearing House at Bombay only keeps records of the total weekly 
amoimts of cheques passed through the clearings, and these figures are being 
published in the papers. Such records, however, are not supplied direct to 
members, and even in the case of past records they are merely referred to the 
.old files of the papers wherein the relative figures have appeared. The Bombay 
Bankers’ Clearing House maintains no record of the total number of cheques 
presented by respective banks through clearings eacli day. We are informed 
that this cannot be done because “ of the expenditure of time and trouble 
involved”. We, however, consider that these statistics should essentially be 
maintained, and the question of time and trouble would not exist if the respec- 
tive banks are required to state the number of cheques along with the total 
amounts of cheques presented by them at the clearing house. 

These and other statistics relating to banks in India published by the 
Department of Commerce, Intelligence and Statistics, stale as they are by two 
years, show tlie interest taken by Government and the Clearing Houses in the 
banking statistics of the country. 


Cost of IManagement. 

It is difficult to determuie tlae correct ratio of expenditure in the manage- 
ment of banks from the published balance-sheets, and an off-hand comparison 
between banks in this respect by simply working out the ratios from the figures 
of the respective balance-sheets would be erroneous. Besides, capital, reserv^e, 
deposits and total liabilities, the nature and the volume of a bank’s business and 
the proportion of expenses at its branches to the general expenses, and the 
earning capacity of the branches play an important part in the expenditure of 
baiUvS. Even a publication like the Statist in its banking supplement arrives 
at the ratio of profits to total liabilities by taking not the profits of the period, 
but the profit balance in the balance-sheet. This profit balance is sometimes 
more or less than the periodical profits of the bank, as this figure is shoum in 
some balance-sheets after the ad-interim dividend has been paid and includes 
beoides the balance of profits carried forward from the last account, and the 
appropriation made from the profit figures. 

A bank without any branches or having just a few is always able to show 
a smaller expenditure ratio than a bank with a number of branches. A lay- 
man, ordinarily, would in his superficial .judgment give credit to the former for 
smaller expenditure and condemn the latter for the high ratio of expenditime 
in comparison to its net profits. 



The figures iu the latest issue of the Statist give the following pcrceulage of 
profit balances to total liabilities of indigenous joint stock banks having 
more than 5 but not less than 20 Branches : — 


Banks. 

Profit Balance. 

Per cent, of total 
liability. 

The Allahabad Bank, Ltd. 

4,19,000 

•3 

•3 

The Central Bank of India, Ltd. .... 

8,67,259 

The Punjab National Bank, Ltd. 

2,81,886 

•4 

The Imperial Bank of India, Ltd. . . . | 

61,21,072 

•6 


The actual profit of the Allahabad Bank was Bs. 5,78,000, of the Central 
Bank. Bs. 16,53,000 and of the Punjab National Bank, Bs. 2,54,000. 

The percentages of joint stock banks mentioned above are lower than the 
profits percentages of some of the exchange banks doing business in India 
■and the Imperial Bank of India, and they strengthen the view expressed in our 
memorandum to the Bombay Provincial Banking Enquiry Committee that 
'branches of Indian joint stock banks have to suffer a good deal through the 
competition of the Imperial Bank, and many of these branches in consequence 
work at a loss, and are a serious drain on the profits as a whole of the institutions. 
Indigenous banks with branches in different parts of the country are undoubted- 
ly rendering service to trade and commerce, and if necessary protection is not 
afforded to them in good time, the banking interests of the country are bound 
to suffer. " 


Foem “G"’. 

The Form ‘ G ’ w'hich appears to have been copied from Form ‘ C ’ of 
the English Companies Consolidated Act, 1908, has to be exhibited by all 
banks working in India in a conspicuous place for the information of the 
public. It appears to have been intended to exhibit the general financial 
position of the bank, but the Form ‘ G ’ in its jwesent form has completely 
tailed in its object. 

In 1923, we had drama the attention of the Bombay Chamber of Commerce 
“through Messrs. A. F. Ferguson and Company, Chartered Accountants, and 
the former had addressed a letter to the Government of India on 22nd Septem- 
ber, 1923, pointing out the apparent deficiencies in this Form, but nothing has 
yet been done in the matter by Government. Instead of exhibiting the Form 
' G ’ it would be advisable to exhibit the yearly balance-sheets, dravm up in Form 
‘ F ’. This Form ‘ F ’, f.e,, balance-sheets of banks, would give clearer and 
better information than hitherto done by Form ‘ G ’. The depositors and the 
public are entitled to the same information as the shareholders. 

Form ‘ G as at present required to be filled in under Section 136 oi th® 
Indian Companies Act, is very defective, badly worded, and hardly meets the' 
Tequirements of the banking concern. 

It makes no mention about the bank’s liabilities on current deposita, 
and savings bank accounts, fixed deposits, etc., nor does it require particulars 
of such important items as loans, cash credit, secured and unsecured 
n.dvances, banks premises, cash in hand, etc. 

E 2 
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4 ind the co-operative societies, and they would also find it to their interest to 
<50010 into closer contact ^yith the district banlc and/or the Tmxierial Banlc and 
borrow monies on their guarantee to expand their field of operations in their 
respective talukas. Banking interests of the country would thus be linked 
with one another in the financing of agriculture and trade. 

Foreign Exchange Banks. 

For the safety of Indian depositors and to exercise some control over 
the activities of foreign exchange banks towards the Indian public and the 
indigenous banks, it is desirable that British and other foreign banks, having 
already their ofiSces in India or opening their offices in India, should apply 
for a license before they could commence banking business in India. The 
Finance Department of the Government of India may be authorised to issue 
such a license after scrutinizing the bank’s capital and credit and satisfying 
itself regarding the due fulfilment of the following provisions : — 

1. No foreign exchange bank having a capital and reserve of less than 

£1,000,000 should be given a license. 

2. First class indigenous banks with a paid-up capital of Rs. 50 lacs and 

over should be made members of any Association that the foreign 
exchange banks may establish in the country, irrespective of 
their nature of business local or foreign. 

3. They should publish yearly balance-sheets in respect of their 

working in India. 

4. They should not be allowed to borrow in India more than 25 per cent.’ 

of their paid-up capital and reserve, but under no circumstances 
should the borroiving of each bank exceed its total advances in 
India. 

5. They should accept policies of approved Indian insurance companies. 

It is interesting to note that in 1918, 10 exchange banks were functioning 
in India. The total capital, reserve and rest of these banks amounted to 
£39,449,000 and they had Indian deposits amounting to £46,392,000 (i.e., 
more than their capital, reserve and restco bined) and cash balances amount- 
ing to £11,381,000. In 1927, 18 exchange banks with a capital, reserve 
-and rest amounting to £181,000,000 were working in India and had Indian 
deposits with them amounting to £51,647,000 and cash balances amounting 
to £6,098,000 according to the latest number of the “ Statistical Tables relating 
to banks in India ”. For reasons best kno-wn to the Director-General of Com- 
■mercial Intelligence and Statistics the rupee equivalent of the deposits in India 
■with the exchange banks is converted in the said tables at Is. 3d. on page 1. 
•At Is. 6d., the present rate of exchange, these deposits would amount to 
£61,976,400, the rupee equivalent being B-s. 82,63,52,000. 

In India, 29 indigenous joint stock banks, each with a paid-up capital 
and reserve of Rs. 5 lacs and over, are doing banking business, and they have 
between themselves total deposits for Rs. 61 crores. There are 48 Indian 
joint stock banks with a paid-up capital, and reserve each of over Rs. 1 
lac but less than 'Rs. 6 lacs, and they have between themselves deposits for 
,Tts. 3| crores. Out of the 29 banks of the former class, two-thirds of the total 



deposits of Indian joint stock banks and about one-half of their total 
capital and reserve are with four of them, as shown below : 


Name of Bank. 

Year when 
Established. 

Nature of 
Management, 

Capital and 
Eeserve. 

Total 

Deposits, 

The Central Bank of India, Ltd. 
The Bank of India, Ltd. . 

The Allahabad Bank, Ltd. 

The Punjab National Bank, Ltd 

1911 

1906 

1856 

1895 

Indian . 

European . 
European . 
Indian 

In Lucs. 
280 

192 

85 

57 

1927 

In LacJ. 
1,530 
1,030 
1,027 

732 

014 

4,325 


The remaining 73 Indian joint stock banks have between themselves 
about Rs. 22 crores in deposits. 


The success attained by an Indian-managed bank lilce tlie Central is per- 
haps the reason why it is made the subject of all sorts of rumours, jealousies 
and court cases. Every effort is made in different cpmrters to bring dovii its 
deposits and full advantage taken of the defective law to impair its credit. 

The European import and export houses and the Emopean mercantile 
community throughout India deal almost exclusively with exchange banks 
and with banks under European management. They do not entJ’ust their 
monies to Indian-managed banks, and very often some of them discourage 
even their clients from doing so. 

In table No. 4 on page 6 of the same Statistical Tables giving the compa- 
rative deposit figures of all banks, the sterling equivalent of Indian deposits 
with foreign exchange banks, viz., £51,047,000 is converted into rupees at 
Is. 6d., and shovm as Rs. 08 crores (in.stead of 83 crores) against Imperial Bank 
deposits of 79 crores and joint stock banlts deposits of 04 crores. From 
table No. 4 it is clear that the combined deposit figures of all the banks work- 
ing in India in 1927, viz., Rs. 212 crores was in excess b}'^ 1 crore only, when « 
compared with the same figures for 1919, viz., Rs. 211 crores. This is the pro- 
gress made by the country in the last 9 years in deposits with banks ! If 
bank deposits figures are any index of the prosperity of a country, these figures 
show how the coimtry has suffered from commercial and industrial reverses 
in the last decade. 

It is desirable that Indian deposit figures of every foreign exchange 
bank working in India should be shovm separately in tlie Statistical Tables, 
as the deposit figures of Indian banks are shown. caimot understand 
why this information is withheld in the Tables, when the Statistical depart- 
ment had these figures with them while making up the total Indian Deposits 
of foreign exchange banks. 

Perhaps India is the only country in the world where foreign banks 
attract enough deposits to earn profits for their shareholders and their respec- 
tive countries, 'udthout employing a material portion of their owm funds. From 
Indian deposits amounting to over Rs. 83 croreSj it vdll be interesting to 
know how far the 18^ exchange banks have, in the last ten years, helped in- 
dividually and collectively the Indian Government, Provincml Governments, 
municipalities and other public bodies by subscribing to their loans. These 
statistics when compared with the subscriptions of individual indigenous joint 
stock banks would show what services some of these Banks have rendered to 
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the country and Government, with smaller resources than those of the 
foreign exchange banks and in spite of the disadvantages under which they 
have laboured. 

The total subscription of the Central Bank of India, Ltd., to loans 
issued by the Government of India and other public bodies between 1917 andl 
1929 amoimts to over Rs, 16 crores — a record which should make any indi- 
genous bank proud of its having done its ‘ bit ’ and not simply worked as a 
machine to earn profits. 

Foeeign Teade. 

It must be admitted that indigenous banks in India at present cannot 
finance the country’s foreign trade, and it cannot do without the agency of" 
foreign exchange banks. After the establishment of the Reserve Baidc, 
the Imperial Bank would be free to do foreign exchange business and with re- 
sources in the shape of capital, reserve and deposits at its command, it would, 
be able to finance at least some part of the import and export trade in com- 
petition with foreign exchange banks. This would lessen to some extent their 
competition with local banks. For the joint stock banks to take a promi- 
nent part in the export and import trade of the country would be still a 
matter of years, for much will depend : — 

(1) on how far Government will give them due protection against 

unfair competition ; and 

(2) on the encouragement and sympathy from the public. 

To uplift and improve the conditions of indigenous banks in India, it is de- 
sirable that they should meet with as little competition as possible from the 
Imperial Bank and the foreign banks. In no country in the world do ne 
find foreign exchange banks doing business in such large numbers as in India, 
In England, America, Prance, Germany, Italy. Belgium and Austria, 
the proportion of foreign banlcs to indigenous banks is almost iregligible. 
Their deposit figures can stand no comparison with those of indigenous 
banks. In India, foreign exchange banks have become a pover. 
They dictate their own terms to the Indian foreign trade and are able 
to exert their mfluence to a considerable extent in local trade, 
also. Even some of the indigenous joint stock banks imder European 
management keep themselves aloof in inter-bank business with indi- 
genous banks under Indian management. The indigenous banks under 
Indian management are looked down upon with prejudice. Most of the 
foreign exchange banks do receive deposits from Indian indigenous banks, 
but they would not lend them a rupee without security, though amongst 
themselves they do large lending business on credit. They combine at every 
opportunity even against first class indigenous banks, and by Avithdrauing at 
the spread of any and every rumour credit facilities in the matter of purchas- 
ing of drafts and telegraphic transfers, they jeopardize the position of the 
indigenous banks and lower their prestige in the eyes of the investing public 
and the brokers. The Government of India, having no control over them, 
carmot redress the evil done. In no country in the world would such beha- 
Adour on the part of foreign banks against indigenous institutions be tolerat- 
ed and for the self-respect of the country it is necessary that no foreign banks 
should be allowed to carry on their business m India AAithout a license. This 
would stop, at least to some extent, the objectionable treatment meted out 
to the Indian clientele and the indigenous banks by some of the foreign 
banks. That foreign banks should look upon indigenous banks as their 
rivals is but natural, but any attempt on their part at unhealthy competition 
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or any endeavour to oust tlientfrom the field tin ough unfair moans should be 
deprecated. 

We have already emphasized in our memorandum to the Bdmbay Provin- 
cial Banldng Enquiry Committee the necessity of protecting 'sound indigenous 
banks against unjust attacks in law courts ouiug to the defective law of the 
land and would once again urge that the future growth and prosperity of Indian 
indigenous banks must depend on the removal of such discrepancies in the law, 
and we have already suggested in the said memorandum mcaufcres how these 
could be done. 

Banking EnucAriON, 

In the principal cities of India there have been established schools and 
colleges for the study of banldng and other commercial subjects. Students 
preparing for the examination of the Institute of Bankers, London, are given 
facilities to get practical training in local banks as paid or unpaid apprentices 
and a goodly number of Certificated Associates of the Institute of Bankers, 
London, arc now working in several banks in India. 

The Indian Institute of Bankers has been established last year on the lines 
•of the London Institute of Bankers, and its working so far gives hope for its 
future success. 

Amongst indigenous banks the Central Banlc of India, Bombay, has a 
library of its own for the use of its staff, and lectures on banking subjects are 
being delivered from time to time. Tliis bank used to conduct till last year 
classes of its own for the staff under a qualified lecturer to specially coach 
them up for banking examinations. In order that every member of the staff 
maj’’ take interest in his work and increase his efficiency and knowledge, the 
Central Bank publishes a monthly magazine, supplied to the members of the 
staff free of charge (copy attached herewith). Through these methods efforts 
are being made to train the bank’s staff so as to attain increased efficiency and 
knowledge, and the results so far attained are fairly encouraging. 

The Central Bank, since its inception, has been conducted by Indians 
alone. Its Board of Directors and Officers are all Indians. It lias 23 branches 
all working under trained Indians, and its endeavours have always been to 
encourage and train Indians for senior positions in the bank. 

Erom what we have heard of banldng training received outside India* 
we are inclined to believe that there are better opportunities for Indians to 
get a sound training in India than in England. An Indian student passing 
the London or Indian Institute of Bankers examination, with a few years’ 
practical training in India would prove to be more efficient in and better quali- 
fied for his work than one who works in a branch office of a London bank and 
returns with the idea of having received special training outside India. An 
Indian apprentice in an English bank can naturally not get a chance to get an 
insight into higher banking problems. He is more or less attached to routine 
work which cannot be of material assistance to him in his future career. It is 
our experience that theoretical study combined with practical experienue 
alone brings about the best results. 

It is desirable to send young Indians after a good training in banks in 
India for a practical study of International exchange and the vaiious prob- 
lems connected with currency and exchange bank.s abroad, if it could be 
arranged by Government. Students possessing high qualifications and having 
good practical banking experience w'ould only be able to take real advantage 
of ^ch facilities, provided they are given genuine opportunities of receiving 
such training. Deputing recruits of mediocre ability for training in banking 
outside India would serve no useful purpose, * 
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Supplementary, memorandum submitted by Mr, S. N. PochWianawala^ 
Managing Director, Central Bank of India, Limited, Bombay. 

In most of the joint stock companies tlie assets consist of (1) cask, secu- 
rities, book debts, stocks, (2) land, buildings, plant and machinery, 

(1) Cash, securities, book debts, stocks, etc,, are called floating assets 
and are valued at or under market rates. 

(2) Land, buildings, plant and machinery are. called fixed assets and are 
valued at their book values, and certain depreciation is provided for every, 
year from the surplus profits and the book value is gradually reduced with- 
out auy reference to its market value. Some compaJiies are able to reduce 
the values of fixed assets more rapidly than ' others if they are earning 
better profits, and some write off slowly if they are not able to show 
good results. When an industry is in a good position, i.c., malring monies, 
it provides for depreciation of fixed assets by setting aside big amounts 
from its profits, whereas in less favourable times no depreciation is pro- 
,vid.ed for. There is no regular sj'stem to provide depreciation at a cer- 
tain rate and there is no statutory obligation to do so, . except to state 
perhaps that no depreciation is provided for in a particular year. For the 
above reasons the auditors cannot be expected to certify that the assets 
of the company are truly and properly valued. 

Now let us see what the auditors will be required to do in case they 
are requu’ed to give the certificate in the foxTn suggested. In order to 
value “truly and properly” the different kinds of fixed assets, they vfill 
have tc employ experts in iron industry, hydro-electric, cements, tex- 
tile, jute, tea, tramway, etc. One year an expert may value an asset 
at a certain price, '>another expert would value the same assets in another 
company at a lower or higher value. The values of fixed assets of a com- 
pany will vary from year to year, the values of the company’s shaves will 
also vaiy on this line, and will depend not on the business profits but on 
the valuation each auditor places on the fixed assets from year to year, 
of the companies under their audit. For these reasons "the proposed 
change is not de.sirab]o. It would do no good to anyone. 

If Government were to fix certain percentages on the fixed assets, 
and require that the joint stock companies should provide against depre- 
ciation on these lines it would simplify the work of the auditors. It Mill 
be then their duty to see that due provision is made according to law 
before profits are declared. But it would be a very difficult task to fix 
the exact percentages, as in some cases it may be at i per cent., in others 
6 or 10 per cent. However, if it is possible to do so with the concurrence 
of those engaged in pioneer industries of the country, I would support 
it. 

It will be only after some such law on depreciation of fixed assets is 
passed that the auditors Mill be able to certify that the assets are truly 
and properly valued. 



61 


No. 7. 

Statement o£ evidence submitted by Mr. Janakinath Gupta, Managing Director^, 
Chotanagpur Banking Association, Ltd., Hazaribagh. 

j Industrial Barths a,nd Credit Societies for India's main industries. 

1 In the Hazaribagh town jihere are no industries except two rice mills. 

The owners of these mills carry on the business out of their own funds. 
They do not approach the banks for funds. 

There are mica and coal industries in this district, but they are far away 
from the town and we have had no opportunity to observe any of these' 

industries. 

It is desirable that banks should support and finance industries.^ But 
the business of the Chotanagpur Banking Association, Ltd., is not in this 
line So we have very little experience of industries and cannot possibly 
suggest how this support can be secured. In order to support the industries, 
both capital outlay and current requirements are necessary, and means 
should be devised as to how both of these can be supplied. 

It appears that more attention should be paid to the production than- 
to import and export. 

2. We have no experience of the different methods of financing and 
different classes of papers and documents specially used in industries. 

3. We are not aware of the sources from which loans and advances are- 
secured for the industries and at what rates of interest. The Chotanagpur 
Banking Association, Ltd., sometimes lends money to owners of coal lands 
who carry on the coal business themselves, if such owners can furnish proper- 
and sufficient securities in landed properties (not coal lands), and the rate- 
of interest in such cases is 12 per cent, per annum for sums of Rs. 6,000 and 

upwards. 

4. Banks are shy to advance anything to support infant industries- 
because of the want of sufficient and proper security Presence of risk 
would necessarily enhance the rate of interest If by legislation or otherwise 
the element of risk be minimised there would be no lack of capital. 

Existing Banks can finance industries, provided there is greater degree 
of security. Infant industries of doubtful stability cannot secure loans 
from baSfs whose funds require investment. Any other new maehmery for 
sunnlying these industries with funds is scarcely necessary. There may be- 
■ SaY banks for special trades but greater degree of security will always 
he nMessarv In any case, whether it be a special machinery brouat . into 
exis^X w legislation or special bank supporting special Indus ones, the 
lomis and advances given for capital and euirent requirements cannot be 
editable Po there must be means or provisions (either ey legislation or- 
ShereL). that there should be greater safety for the banks and bankers 
making such loans and advances. 

U.— Financing of foreign iradc^ 

Tb's Bank scarcely does any business to finance foi’eign trade a-nd wo 
think it is scarcely necessary for purely Indian banks (specially in the- 
mofussil) to do anything for supporting foreign urade. 
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For want o± experience we are unable to make any suggestions about 
■-Several points mentioned about foreign trade. 

III. — Regulation of Banking. 

1. It is undeniable that there should be periodical examination of the 
Teanks’ accounts. The system by which it is done at present xmder the 
'ComT)anies Act may be considered sufficient and effective and unless an 
auditor wilfully perverts facts and misrepresents accounts in collusion with 
.the bank authorities there is every chance of the public and the shareholders 
of a bank coming to know the true state of things. The shareholders select- 
ing and appointing a qualified, experienced accountant to audit the accounts 
of the bank who is to be paid by it is, we think, a wholesome system and it 
need not be changed. 

2. There should not be any restrictions imposed on the working of a 
bank, the working should be left entirely with the directors of the bank, 
e.g., the directors are to find out on what security the bank’s funds are 
to be invested, Avhat customers and debtors are to be dealt with and 
in what manner, etc., etc. There should be as few restrictions as possi- 
ble on the word “ bank ” or its working. We think, generally speaking, 
unless the authorities or directors of a bank run it with a fraudulent or 
dishonest intention, there is absolutely no necessity of further restrictions 
than those imposed by the Companies Act. 

3 and 4. No legislative definition of “ bank ” (generally) is necessary, 
but of special banks, e.g., co-operative bank, there may be such definition 
for such, a bank would be created by legislation. 

5. In our opinion foreign banks should have licenses to enable them 
to do business in India. Such licenses should be obtained from some 
authority appointed by Government. 

6. Dishonesty and fraudulent intention of the promoters or the directors 
•are to be guarded against. Any amendment in the Companies Act which 
would bring about this result is welcome. 

7. It is always desirable that there should be expeditious liquidation in 
•case of bank failures. Advance payment to the depositors would depend 
upon the available funds of the bank which fails. 

In the case of the Alliance Bank, some other banks found that it would 
not be unprofitable to pay a portion of the deposit money to the depositors 
and accordingly part payment of the deposit money was made. But such 
payment cannot, in our opinion, be made compulsory on any private party 
or bank. If on a summary examination of accounts it is found that tlie 
■depositors can be paid, Government may pay the depositors and then recoup 
the amount paid from the funds of the bank. 

8. Generally speaking, bad and speculative investments load to bank 
failures. It sometimes happens that loans are advanced to pemons who 
have not sufficient means to repay them. It also sometimes happens that' 
dishonest directors themselves embark on speculation and take the necessary 
funds from their banks. 

If there be legislative safeguard against speculative investment or 
■dishonesty, without fettering the management of the bank by the directors, 
-such enactment would be welcome. Attempt may be made to do it by 
necessary amendment in the Companies Act. 
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Q fipriaialv; amalgamation or reconstruction of banks would, be 
' j both for the customers of the bank as well as for the 

advantageou bo^ ^ measure would be better than liquidation. There 

Sd be legislation which would make amalgamation or reconstruction 
^fiHouia oe g ^ managers and directors. Details 

SthesSiime Le to be arranged by them to the best advantage of the 

bank and also of the customers. 

11, As far as possible security should be afforded to the depositors. 

To create a special class of deposit under legislative protection may 

not be very advantageous. , , , . ^ i 

12 Legal protection may be extended to the banks which are stable 
acrainst unjust attacks. There may be a Committee of the representatives 
tom the leading banking firms and that Committee may ascertain which 
Ss are really stable and in sound working order and legal protection 
may be extended to such banks. 

13, The following taxes are paid by this Bank : 

Suuer-tax income-tax, fees to Government through the Registrar 
^ of Joint Stock Companies under section 249 (1) of the Com- 
panies Act, municipal taxes. 

The co-operative banks have to pay municipal tax only. 

IV. — Banhing Education. 

1 & 2 As far as we know, banking is not at present taught as a subject 
of study n our schools or colleges, and also there is no university exanun- 
^tion held in this suhieot, nor do banks provide any facihties for the 
SSne of hoys in banking business. It is desirable that we should have 
Sudente who would make banking their special study, e.y.. graduates m 
banUng.bSt the number of banks is not so large as would absorb the 
annual production of such graduates. ^ i • t> i 

The vexed question of unemployment would shortly arise in this Bank 

also. Mussil banks would, however, like to have employees who would 
have some knowledge of banking. 

It is always found that untrained but honest managers of branch banks 
do theh work properly and well. They pick up the necessary trammg, 

both theoretical and practical, Within a very short time. 

' 7 The so-called training imparted by indigenous bankers is very 

narrow and hmited to the Wctical portion (accountmg only) of the busi- 
ness. No education in theory of banking is imparted. 

V,— Bankers' organisation and money market. 

1 There may be a Bankers’ Bank. i.c.. a bank towards the funds of which 

other banL would contribute. In time of stress of a bank funds may be 
supplied by the Bankers’ Bank. . , . 

2 Generally, there should be co-operation among banks and the 
resources of one bank may be utilised to remove the pressure on pother 
laX But there should be proper securit^y for such advance and interest 

Sd also be Prid by i>h^»™7Zk^"tSvatr ® 

■protection to the bank which would make the advance. 
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rate.^* We do not think that there should be any regulation of the bank 

8. This bank has never felt inconvenience to manage its business 

the amount of its paid-up capital. If the capital be increased tlm wT ? 
amount may not be utilised and in that case the rate of dividend ’ will if ° ® 
to be reduced and the market value of the shares may come do^^ 
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Ko. 8. 

Letter from the Managing Director, the Frontier Bank, Limited, Dera 

Ismail Khan. 


The Central Eank of India, Limited, has shoTvn us the courtesy by sending 
us copie.^ of their memoranda to the Provincial and Central Banking Enquiry 
Committees. Most of the problems discussed therein affect all Indian banks, 
whether large or small, and we fully endorse the opinions expressed by the 
learned managing director of the premier Indian bank. 

2. One point discussed therein is of special interest and importance to 
the small banks, m 2 ., protection sought against litigious shareholders. On 
account of personal grudge against the directors some shareholders drag 
their banks into law courts and in attempting to discredit their dircetors, 
they lay an axe upon the credit of the institution. The Companies Act makes 
no difference between banks and otlier companies, and no protection is given 
to banks and other credit institutions, where such litigations are bound to 
produce a disastrous effect. The Central Bank has given expression to the 
bad effects of criminal suits against the directors on merely technical and 
frivolous charges, and has sought for protection against vexatious proceed- 
ings: We fully endorse the view that legislation on the lines of the English 
Vexatious Indictments Act (22 and 23 Viet. Co. 17) and Costs in Criminal 
Cases Act of 1908 should be introduced at an early date. 

3. But to our minds the greatest danger to banks from the disgruntled 
shareholders is the facility given to their^destructive methods by section 162 {vi), 
under which air ajpplication may be filed for winding of a compan}^ on the 
vague ground of “ a just and equitable cause In one of the rulings quoted 
under that section we have “ a justifiable lack of confidence in the Manage- 
ment ” as a good cause. Taking shelter behind this any shareholder can, 
with immunity, file an application. Indian banking is as yet in its infancy 
and market conditions are always a disturbing element, and it is easy to 
criticise the working of even the most competently and honestly managed 
banks and to make it a question of lack of confidence in the management. 

4. The panic created by such an application is a thousand times greater 
than mere criminal suits against the directors on technical grounds. During 
the long period that must elapse between the filing in of an aj)plication and 
its ultimate rejection on merits, irreparable damage may be done to the 
credit of a bank. The depositing public in India is specially nervous and 
get easily panic stricken. When there is a question of winding up, it can 
take no risk whatsoever, and so even thoroughly sound and profitable concerns, 
may be forced to close their doors on account of this extra panicky condition. 

5. Hence clause {iv) of section 162 should, in our opinion, be so amended 
as to exclude banks and other credit institutions from its operation. If 
necessary, the interests of the shareholders may be protected by some con- 
structive way, whereby the business policy of the management may be 
controlled. At present it is merely an instrument for a discontented small 
minority to coerce and blackmail a majority, and to do incalculable harm to 
the depositing public and the progress and prosperity of Indian hanking. 


S’ 


VoL. n ' 
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No. 9; 

Statement of evidence submitted by the Secretary, Puri bank, Limited, Puri, 


Industrial BanJcs and credit facilities for India’s main industries. 

'^Q helped the proprietors of two match manufactories. One took 

Ps. 2,500 on a mortgage bond and the other Rs. 5,000 on a simple bond, 
after commencing manufactures at an interest of Rs. 12 p. c. p. a. Both 
failed, and the money is still unrealised. 

Two brick manufacturers are helped with money according to their 
requirements during the manufacturing season at an interest of Rs. 12 
p. c. p. a. They repaj'- the loan after selling bricks. 

(2, 3, — Our rates of interest and securities aie as follows ; — 

Upto Rs. 500 Es. 22^ p. c. p. a. on hand notes and simple bonds. 

Upto Es. 500 Rs. 18| p, c. p. a. on mortgage bonds. 

Upto Rs. 1,100 Rs. 21 p. c. p. a. on hand notes and simple bonds, . 

Upto Rs. 1,100 Rs. i8| p. c. p. a. on mortgage bonds. 

Upto Rs. 5,000 Rs. 18 p. c. p. a. on all bonds. 

Above Rs. 5,000 Rs. 16 p. c. p. a. on all bonds. 


Discount at Rs. 10 p. c. is allowed on interests paid monthly on all 
bonds. ' •' 

At present on account of the courts not allowing interest over Rs. 18f 
p. c. p. a. we have to reduce the rate. When filing suits on old bonds 
interest at the rate of Es. 18f p. c. p. a. is charged. 

On customer’s account which means frequent advances and refunds, 
secured or unsecured for industries such as manufacture of bricks, matches, 
etc., and for contractors’ business or trade and on loans against fixed deposits 
upto any amount, interest is charged at the rate of Rs. 12 p. c. p. a., but no 
discount at Rs. 10 p. c. is allowed on such interests.) 

Classes oj securities, — Building, homestead, garden, agricultural land 
and goods in shops are accepted as securities. 

Loans are also issued on personal sureties. 

Q. 4. If some banks were reluctant to finance industries freely, it was 
because of the failure of several large and small industries, owing to lack of 
support by the public. 

The existing banks can very well finance industries on security or 
guarantee of success. It is not necessary to establish any special trade or 
industrial banks. 


For remittance of money to Presidency banks or banks at trade centres, 
banks may be supplied with sufficient quantities of Government currency 
notes from the Government Treasury, according-, to their requirements 
or the benefit of Renuttance Transfer Receipts, as is given to co-operative 
banks, may be extended to joint stock banks. 
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ill . — llegidalion of Bar.Unp. 

T_J’nrv;mmis reasons it- i=! not <l''=lmble tjutt n^'ccunts of joint 
lVtnk'2 e^a«^ 5 tK'd by Government examiners. 

^ " Ap Government certified aiulitom nppoinf-Ml by the banks, 

nn cdciinate rennineration may bo oliowed to audit their accounts onco or 

fsvire a year- as may be necessary. 

() restrictions on the business of existing bnnk.s are desirable^ 

but ney^bsnks .diould not be ullon*ed to begin business until *23 per cent, of 
their subscribed capital is paid up. 

0. .5.-~0nly the public joint stock companies should be allowed to mo 
thftwonl ''batik*' and not private companies and as-^oeiat sous which at 
present call ihemselvcs banks. 

{) 73 ^We pav onlv the income-tax at IS pics per rupee whi'di may bo 

mduced to at least 12 pies, on profit-s actually realised and not mi .accrued 

profits. 
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No. 10. 

Letter from the Honorary Secretary, All-India Co-operative Institutes’’ 
Association, Bombay, dated 8th April 1930. 

I have the honour to forward herewith the written evidence of the AU« 
India Co-operative Institutes’ Association for submission to the Indian? 
Central Banldng Enquiry Committee. 


I. Industrial Banks and Crkdit Eacilities for India's hfAiN Industries, 

The most fxnportant of industries in India are undoubtedly agriculture 
and industries connected with it. We do not propose here to refer to the 
textile industries or to the iron and steel industries, but we shall confine 
our remarks to those industries connected with tlic working up of agricul- 
tural produce and giving it the form as closely approximating ns possible 
tc the form required by the consumers. In ibis calegoiy, wc include 
flour mills, rice mills, oil mills, sugar factories and cotton gins and presses. 
These are important industries directly affecting the welfare of the bulk 
of India’s population which depends on agriculture. 

It has been admitted generally that co-operation is the most useful 
and suit, able method in all cases where the interests of agriculturists nro- 
concemed, and we are of opinion that the tyjie of the industries refeired 
to above by us can best he developed by co-operative methods. When 
organised on capitalistic lines as at present, these lend themselves .io easy 
exploitation of those who raise the produce. Advanced agilcuUurc implies 
not merely raising the produce but also working it up further and further 
so as to market it in the form as near as possible to the needs of consumers. 
The agi’icnlturist cannot rest content with producing merely sugarc.nne, 
nor with merely producing giir. He should produce refined sugar in 
order to realise the full benefits of his labours. It woukl be shnilarly 
not enough for him to produce various oil seeds, such as linseed, groundnut 
and iil', he must extract oil out of them and refine it. It would not he a 
satisfactory state of affairs if he merely raised wheat and loft the milling 
to others. To enable agriculturists to embark on these higher doN'clop- 
ments of the agricultural industry, there is, w'e are convinced, no method 
so suitable indeed as the co-operative method. 

We, therefore, earnestly recommend that slops be inlien to encourage 
co-operative developments in these directions. The fixed capital expendi- 
ture of such concerns should be obtained from memhcr.s themselves, who 
would ordinarily in the co-operative scheme of things be agriculturists or 
agricultural co-operative societies. The.'^e. however, being poor, the neeos- 
>-ary funds required would not be available unless in the initial stages the 
membership be left open to individuals, agriculturists and non-ngricnlturists 
alike. These industries are the natural developmcnls of oo-operatlve 
marketing and it is these co-operative marketing societies in a district that 
could he expected to become members of the industrial societies. In 
Guiarat, for instance, the successful development of cotton sale societies 
has led to co-operative cotton ginneries. We are stronglv of opinion, there- 
fore, that Government should encourage hv all means in their power tphe 
rapid development of co-operative mniketing societies .and the foi'mntion 
of co-operative industrial societies for working up the agricultural produce. 
The worlring capital for such industrial enterprises can be easily obtained 
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Irom co-operative 'banks, District, Central and the Provincial, which - 
have established enough credit to command the necessary resources. It 
anight be necessary perhaps, when^ such developments have progressed to 
some extent that these co-operative banks might need some assistance 
from Government for the finance of such industrial enterprises, and we 
are of opinion that in that eventuality,, a part at least of the amounts col- 
lected by Government through the Postal Savings Banks in rural areas 
•should be released and made available for such piuposes through eo-c-pera- 
tive banks. 

III. PEGUL.VTIOX OF BANKING, 
fi. The use of the tvorcl ‘banh’. 

The word ‘bank’’ has come to acquire a connotation implying a public 
institution doing business on a fairly large scale, and it is desirable in our 
•opinion to restrict the use, of the word ‘bank’, so as to retain this connota- 
tion. We ivould not he in favour of a private firm doing banking business, 
styling itself a hanlc, unless its accounts are audited periodically, unless 
■such audited statements are available for inspection to the public and 
unless the operations of the firm are on a fairly big scale. 

We would, however, confine our remarks to co-operative institutions 
doing banking business. We are strongly of opinion that co-operative 
institutions doing banking business in India, should not be allowed to style 
themselves as co-operatWe banks unless their paid-up share capital is at 
least Es. 50,000 and should not be allowed to start their business unless 
'25 per cent, at least of the share capital is paid up. Under the co-opera- 
"tivo system, a society cannot hold as deposits, loans, etc., amounts greater 
•than eight times the paid-up share capital. The conditions suggested by 
ns above, therefore, imply that a co-operative society, to call itself a bank 
must at least have a working capital of something like four to five lacs 
•of rupees. Puhlicity, audit, inspection, etc., in the case of co-operative 
societies have already been provided for under Co-operative Law, and vs^e 
•suggest that the restrictions suggested by us in the use of the word ‘bank’ 
•should be given effect to by suitable amendments in the All-India Co- 
operative Act II of 1912, which still is in force in most of ihe Provinces of 
India as also in the Co-operative Societies’ Acts passed in the provinces 
as in Bombay and Burma. 

4. Sphere of Operations of Banks. 

Here also we propose to confine our remarks to co-operative banks 
tind to speak of the other banks only so far as they affect the working of 
these banks. In our opinion, a bank is a bank whether co-operative or 
otherwise and any restrictions imposed upon it would be untenable unless 
warranted by expedienev’’ or by special considerations. The co-operative 
hftnks should, therefore, ^bc allowed without any restrictions to undertake 
all kinds of banking business that may legiti'mateh be undertaken by any 
other kind of banks. A recent circular of the Government of India does 
not look upon inland exchange business as a legitimate business for co- 
operative banks, on the ground apparently that these banks should not 
undertake any business with the general public which might bring them 
profit. We aaree that the motto of the co-operative movement is Service, 
not Profits. But this fioes not mean that all business which brings profit 
as not legitimate for a co-operative society, but only that its profits, under 



ibo co-op'^rntivc sohoiiis of distribution tlisrcof, do not load, to bigb divr- 
■f!f-nd? to '<=bareliolders, but to rebates to borrowers, and as suck are not 
profits in the capitalistic sense of the word at aU. Inland exchange 
Inisiness is, we strongly hold, a perfectly legitunate type of business for 
co-operative banks and tbe local population is vei 7 well served by tbe 
facility which this business when undertaken by co-operative banks confers 
upon it. Goveniment should, therefore, now cease to look upon this busi- 
ness with disfavour. 

Another restriction that tbe Co-operative Societies’ Acts impose on co- 
operative bank's consists in prohibiting loans by them to non-members 
o.vcept, it is so provided, with the general or special sanction of the 
Iteffisirar. The ibeoiy of co-operative economics does not restrict dealings 
of ^co-operative organisations with non-members, and when jiermission 
could be given under tbe Co-operative Societies’ Acts by the Eegistrar, 
this fact is by implication accepted. We do realise that dealings with non- 
members might bring a small co-operative credit society in troubles, in as 
much as small concenis mostly managed by honorary agencies could not 
be expected to be very efficiently run. But when, by virtue of its large 
scale of operations, the society is accepted as a bank, there is no reason 
wliy this official control should be imposed on it and why it should not be 
allowed to carry on, m the interests of its membem, banking business vdth 
non-members, like all other joint-stock banking institutions which .carry 
on business with whdmsoever tbej' please, without any outside control. 
A co-oj.evativG bank should be, we hold, treated as any other t>ank and 
allowed to undertake all kinds of banldng business, with all kinds of per- 
sons, whether members and shareholders or not, like all other banks. It 
might be argued perhaps that co-operative institutions receive many privi- 
leges and concessions which other banks do not receive and if they require 
spoon feeding in the form of these privileges and concessions, they should 
not grumble if some restrictions intended to safeguard their transactions- 
have to be im])osed on thorn. Wc are of opinion, however, that tbei’e is 
not much force in this argument. If b-anking facilities are to be extended 
so as to reach the masses in the country and banking institutions en- 
couraged, and if wc accept that from the point of view of tbe agi-iculturist, 
a co-operative bank is much bettor than any joint stock bank, privileges 
and concessions stand revealed as so much encouragement to them till 
fliey could gather strength and expeiience. While, therefore, favouring 
file removal of this restriction on dealings with non-members, we would 
prc!5S for the retention of the privileges and ccncessions till tbe working- 
capital of a co-operative bank reaches a respectable figure, say to two- 
crores or more. In this case, one Is assured of efficient management and 
economies associated with large scale operations, and at this stage conces- 
sions and privileges are no longer necossar 3 r. Co-operati-ve societies vdtli 
a working capital of under five lacs, which in a way is equivalent to a paid- 
up share capital of Es. 50,000, we would not call banks and we agree that 
in their case, reslriclions on loans to non-members are very desirable, co- 
(.peiaiive societies with a working capital of more than five I'acs, but' less 
than iwo crorcs, would be banks, but these nee.d support and encourage- 
nii'nr, wiuit; societies with more than two crores as working c.apilai can 
Pi. and on tboir own legs and can or should be able to do wfthout special 
privileges .and concessions. 

Iio furtber feel that tbe principle tbat agricnltural finance can best be- 
.-n-ganised on yo-opcvnlivo lines should be definitely accepted. Indeed, in 
view of ibe dense ignorance of the agidculturists,’ and tbeir illiteracy' no 
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other agency than their own can serve them properly and equitably. It 
is not in human nature, for outsiders, whether individuals or institutions, 
not to take advantage of the very great difference in the level of intelligence 
between them and the agriculturists, not to follow a policy of self- 
aggrandisement at their cost. The agricultm'al community can, in our 
opinion, thus be served best only by their own agency. The plea of 
efficiency of the joint stock banks or the appeal to sentiment on behalf 
of the sowcar, by recalling his past services cannot stand, since even if 
the sowcar were the angel his supporters paint him to be, the dictum that 
good government is no substitute for self-government holds good no less 
in financial mattt-rs than in other fields. The whole problem of the exten- 
sion of banking facilities shoiiLd not be conceived from the point of view 
of the existing banks but from that of the bulk of India’s population which 
is rural and engaged in agricultural pursuits. How the Imperial or other 
joint stock bank or the indigenous banker — the shroff or the sowcar — can 
best develop and extend its or his services, is nob the problem; how the 
different ty|)es of people in this vast land can best be provided with baulring 
facilities is the real problem. And, when we think in this way, we cannot 
but come to the conclusion that for the rapid extension of banking facilities 
in rural areds at any rate, the best way is to encom’age the rapid develop- 
ment of co-operative banking. Towards this end, it would be necessary 
primarily to reserve this field of finance to these co-operative banks. Agri- 
cultural finance must be the domain of co-operative banks, and the 
Imperial Bank, the joint stock banks, the exchange banks, and any other 
bank for the matter of that should not as a rule be peimitted to enter this 
field. Denmark, for example, having realised that distribution was best 
only, when organised on co-operative lines, forthwith passed legislation 
prohibiting the opening of any retail shop within twenty miles of a town, 
unless it was organised as a co-operative store. We see no reason why 
Government should not similarly aoce])t the piinoiple that agiicultural 
finance is the reserved area for co-operative banking and legislate that there 
should be no joint stock banks or their branches in towns with a population 
of less than 25,000. We earnestly recommend that action be talten by 
Government on these lines, for we are convinced that in co-operative 
banking lies the hope of rapid extension of banking facilities in rural areas. 

11. 'Different types of deposits. 

\ 

Banks at present accept three kinds of deposits, current, savings and 
fixed. The first are useful to the merchant Avho has to make payments 
pretty often in the course of business; the third are useful to the banks 
which thus get funds for investment as the second loans ; savings deposits, 
are important from the point of view of comparatively smaller men, giving 
them the facility to invest their savings. We are of opinion that en- 
couragement should be given to this type of deposits and that encourage- 
ment should take the shape of facilities for withdrawal We see no reason 
indeed why savings banks accounts should not be allowed to be operated 
by cheques as in the case of current accounts. We recognise that deposits 
in savings banks, earning a rate of interest higher than that allowed on 
current deposits, are not intended to be utilised for commercial purposes; 
they are essentiallv savings and withdrawals must be consequently 
restricted. Eestrictions, however, should not mean difficulties, delay or 
inconvenience and we would suggest that these deposits should be operated 
by cheques. We favour restrictions being imposed on the number and 
amount of payments to bo made by cheques and we feel fliat our pui-pose 
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would he seiwed if the amount at any one time ^^thdl•awn. by cheque from 
a savings bank account did not exceed Ks. 100 and if the number of such 
cheques per month did not exceed ten. This secures that the middle 
class man who, for no business purposes but just to escape the tardy and 
inconvenient pi'ocedure in case of udthdrawals, opens a current account 
at present, would be encouraged to open a savings bank account instead 
and earn a better rate of interest and yet get the facility of \vithd rawing 
any sum upto Es. 1,000 by cheques in the course of one month. Several 
banks impose limits for the maximum amount of deposits that could bo 
made in the course of the year as also on the total amount that could bo 
accumulated in any one such account. We think, it is desirable to remove 
tliese limits altogether; we do not understand why the amount of savings 
should thus be sought to be restricted, pai-ticularly when under the present 
system, the limits could be evaded easily enough by opening more than 
one account in the same bank, one in one’s ouu name, another in the 
name of himself and wife, a third in the name of himself and son, and so 
forth. 

As regards protection of such deposits, we suggest that in the event of 
rliquidation of a banking institution, thougli deposits have a priority over 
■ share capital, savings bank deposits should be given priority over ah. 
.other kinds of deposits, in as much as they represent the savings of the 
■smaller middle class men, while the ciuTcnt de|)ositR represent the cash 
available for commercial people to cany on their business operations and 
■fixed deposits represent an effort to earn higher interest, when a substantial 
tsvim has been collected in the savings bank or when a sufficiently large 
'Sum is available at a time for investment. This priority will, we are 
persuaded, with the facilities for operation by cheques proposed by us, 
give the necessary encouragement for the investment of savings. 


13. Concessions to Co-operative Banl's, 

In tire course of our remarks on the sphere of different banks, w’C have 
expressed our opinion in favour of assisting co-operative banks by giving 
them privileges and concessions. Without \mnecessnry argument, we 
desire to suggest that co-operative banks should be exempted not only 
from the ordinai-y income-tax, as at present, but also from the super-tax, 
and that they should be exempted not only from the income-tax on their 
profits for the year but also on the interest they might earn on their invest- 
ments in Government and Trust Act secinitics. 


IV. Banking EducatioX". 

1. Facilities for hanldng education. 

It is only fairly recently that the subiect of banking education has 
begun to receive attention at the hands of educationists in the country. 
The British Institute of Bankers used to hold examinations in banking, 
but there were practically no facilities for training excepting such as were 
o.fforded by private comtaercial training institutions such ns Davar’s 
College of Commerce. Even eo'mmercial education in general suffered 
from this neglect, and was left to such private institutions which served 
the needs of those who appeared at the examinations of the London, 
Chamber of Commerce and such other British bodies. It is only since 
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October 1913 that commercial education can be said to have been taken 
in hand, when the Bombaj^ University instituted the Degree of Bachelor 
■of Commerce and the Government of Bombay established the Sydenham 
OcIJege of Commerce and Economics. At this college, students receive 
training in subjects of commercial and economic interest and the im- 
portance of banking is recognised, for apart from compulsory papers in 
elementary banking and currency, advanced banking forms one of the 
optional subjects for the degree of B. Com, Other provinces of India, 
‘One by one, have been following Bombay’s lend and during these TG years 
the Universities of Calcutta, Lucknow, Allahabad and the Punjab have 
instituted the Bachelor of Commerce degree and arrangements have been 
made in some of the educational institutions there to prepare students 
for the degree courses. At Lahore, tlie Hailey College of Commerce and 
Economies lias recently been establisliod, thanks to the generosity of Bir 
Ganga Bam. more or less on tbo lines of the Sydenham College. At all 
these examinations and insiiUitions, the importance of banking has 
definitely been recognised. 

The Indian .'Merchants’ Chamber of Bombay and the Government of 
Bombay perceived the need for providiii" for banking education of a lower 
grade, chiefly meant for those who aspired to get employment as clerks 
in banlcs. The Govenimont of Bombay in 1926 started two commerciai 
secondary schools attached more or less to the ordinary secondary schools 
-at Bombay and Broach, instituted the Government Commercial and 
Clerical Certificate E.vamination, and recognised several of the private 
mstitutions, like Davar’s College, to preiiai-e students for that examination. 
Almost simultaneously, the Indian Merchants’ Chamber, Boknbny, insti- 
tuted the examination for a Diploma in Commerce. The former — the 
'Government examination — is a sort of a commercial matriculation examina- 
tion, while the latter — the Chamber’s Diploma — is an effoid to replace the 
'London C.hamlier’s certificate and is a more popular examination. In 
'both these examinations, banking is a subject of importance. Very re- 
cently the Indian Institute, of Bankers has come into existence and this 
'Institute held its first' exa’minacion— 2 parts — m 1929. These examina- 
tions, it is hoped, will be more and more important and will replace to a 
'large extent the Briti.sh Institute of Bankers’ Examinations. 

So far as co-opei'ative banking is concerned, there are no regular schools, 
•or colleges where training in this type of banking is imparted; in the course 
of lectures on banking in general, something is being said about co-operative 
■panlving. The Provincial Co-operative Institute, Bombay, however, holds 
Training Classes for the Bank Managers’ Diploma Examination, and has 
•established three co-operative schools in Gujarat, Maharashtra and the 
'Earnatak where among other courses, there are special courses for training 
up Central Co-operative Banks’ Inspector'.^, Urban Co-operative Banks’ 
Secretaries, and Enral Credit Societies’ Sccrefcaides ; and certificates are 
issued to the candidates who pass the examinations conducted by that 
body. In Madras, also niTangemenls have been made for co-operative 
training, and other provinces in India too are evolving similar schemsg for 
their own workers 

As regards co-ordination between the training institutions and the banks, 
it may be said that so far as we are aware, there is no such co-ordination. 
"The 'banlcs and the commerce college or schools do not co-erdinare thcii 
efforts- except in the case of co-operative banks, which are members of the 
Trovincial Co-operative Institutes, and which actively assist in the practical 
straining o'f students. The Institute of Bankers in India has on its Board, 
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a representative of commercial education, though it would be 'better to 
have also the Principal or the Professor of Banicing of the Sydenham- 
College of Commerce and Economics as an ex-officio member of the Board. 
■We are of opinion that the Indian Institute of Bankers should remove this- 
anomaly and have on its board repesenta fives of the Provincial Co-opera- 
tive Institute, Bombay, the Provincial Co-operative Bank, Bombay, the 
Sydenham College of Commerce and Econotoics, besides representatives of 
the commercial banks and of private institutions for commercial educa- 
tion. The Provincial Co-operative Bank and the Provincial Co-operative 
Institute, Bombay, have always tried to bring about a co-ordination of effort 
between thetoi and the Syderdiam College, the former having the Principal 
on its Directorate and the latter having one of iis professors as Chairman 
of its Central Education Board. 

We further feel that it would be very desirable if at the examinations 
of the Indian Institute of Bankers, there were to be a separate paper on 
Co-operative Banldng, and if for the examination for the degree of B. 
Com., Co-operation were added as a separate paper, or if that were not 
possible, if of the three papers on Advanced Banking (Optional), one were 
definitely assigned to Co-operative Banking. 

2. Practical Trainmg by hanks and recruitment of staff. 

So far as we are aware, banks in India offer no facilities for trainmg in- 
banking business at all, except in the case of co-operative banks, as pointed 
out above in answer to Q. IV. (1). which by an-angement with the Pro- 
vincial Co-operative Institutes, enable the boys to get the practical training 
required before the Co-operative Bank Managers’ Diploma could be 
granted to them. 

As regards recruitimcnt of staff, there seems to be no definite system 
adopted by any banli or class of banks. The co-operative banks generally 
prefer B. Com.’? or G. D. A.’s as also those who have passed the co- 
operative examinations held by the Co-operative Institutes. The Imperial- 
Bank reserves higher appointments usually to Europeans recruited onroad, 
but educated Indians are now being taken up as probationers, some of 
whom are placed in charge of its small branches. In maldng selection for 
these appointments as probationers also, there is no definite system, and 
while the B. Com. is supposed to get preference, in practice he who can- 
get himself recondmended by persons of influence has a greater chance 
of being appointed to the post iiTespective of his degree or his special 
subject. The Indian joint stock banks also do not seem to have any 
system of recruitment based on the merit of candidates. Influence and 
chance play as important a part as if not move than merit. The exchange 
banks are non-Indian banks and Indians have no chances naturally in- 
them eyoeptirg for clerical appointments. 

We are of opinion, that so far as co-operative banks are concei-ncd, 
appointments must he made on the result of a competitive examination: 
te-) be specially held for the purpose once a year, by the All-India Co-opera- 
tive Institutes’ Association at different centres, arrangements for practical 
trainmg of the selected candidates being made in co-ordination with the 
Registrars of Co-operative Societies, and the Provincial eo-opei’ative banks. 
I'ov the joint stock banl^s, passing the examinations of the Indian Institute 
of Bankers should he made a condition precedent to appointment, a B.- 
Com. with Advanced Banking as his optional subject heino- exempted fronb 
this obligation. - o - 
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with some comparatively small post in the ofFiccrs’ grade. Various cora- 
mnnities in India have a' natural aptitude for banlcing and India does not. in 
or.r opinion, need to import junior bank clerks from Great Britain to hold 
high appointments in Indian banks. We do not see why, particularly at 
the branches of the Imperial Bank, there should be high-salaried non- 
Indians as Agents when really the sln-offs practically do all the business 
often with gi*eat ability. The process of Indianisation should be rapid in 
banking, in which India has not much to learn fi'om other countrie.'?. 
With progi-essive Indianisation, there is no doubt that the prospects oi 
Indians trained in banking will brighten considerably. 

We do not attribute the slow development of banking and specially 
branch banldng in India to absence of trained men in the country. The 
Indians naturallv are familiar with banking business and have enougi 
"xpcrieime for generations in financing the home and foreign trade oi 
India; there are doubtless few who are trained in modem banking con- 
ducted through a foreign language. Education has so far meant in thi' 
country learning enough of English and a few other subjects, it does ncl 
matter which, and securing a degree so that the graduate might aspire t( 
a desk in some Government office. Education was a passport to employ- 
ment largely imdei' Government, but not to any business career. Thos( 
familiar with banking did not know English and those who knew' Englisl 
did nor Imow* banking. With the natural aptitude of the Indians fo: 
banking, we do not attribute the slow development of banking in Indij 
to lack of useful men, but to the non- vocational character of the educa 
tional system in this country and yet more to the high salaries which non 
Indians get in modern banks and to the heavv establishment charges 
If a branch means a fairly big building, with a big hall and a row of clerk 
behind the counter, with the boss segrt'gated behind a glass screen, an( 
chaprasis in livery waiting to rush at the tinkle of the little bell, it is n( 
wonder that the development of branch banking has been slow. Tb 
Indianisation of the higher staff of banks would remove this difiSculty am 
with the development of institutions in India providing for eomrnercia 
education, including banking, w^e have no doubt there will be no lack o 
men trained in the modem methods of banking. We are not under th- 
spell of the glamour of foreign degrees and diplomas, and feel eonfiden 
that in banking at any rate, it is not necessary for a person to go out o 
India to receive training excepting to broaden his vision and acquain 
himself with the methods of banking in other countries or to import trainei 
non-Indians, except as specialists and for stated periods. 

V. Gexfual B.vnkixg Orgx\xis.\tion and IMonby Market. 

14. Increase in Capital . 

(a) We do not favour foreign capital being brought in to increase th 
capital of hanks unless absolutely necessary, for certain specific purposes 
The building up of the country’s industries or developing its commerce wdt 
the aid of foreign capital is a doubtful expedient wdiich had better L 
avoided as far as possible, wdiile our objection to the import of foreig: 
•capital for enabling banks to afford further facilities to agriculture is mne' 
'stronger. ^ATlere absolutely necessary, foreign capital could he obtaine 
'by Government to place additional resources at the disposal of thp/ hank 
for affording further facilities to commerce, industries and agriculture 
We, however, generally do not favour creating any vested interests of nor 
Indiana in the organisations of the economic life of the country eithe 
directly or indirectly through Government. ^ 



(b) Trying to attract the savings of the comxQunity is undoubtediv the 
best way of increasing the resources of banhs. For this puipose as we 
suggested in our answer to question III (11), savings bank deposits 
siiould be given a prior clahn on liquidation of banks and facilities be given- 
to operate savings bank accounts by cheques with the safeguards suggested 
by ns to prevent a misuse of these facilities. We also think that a change 
of hours for receiving these deposits and allou'ing withdrawals therefrom 
would be very necessaiy to attract the middle class to deposit their savings 
m banks. To keep the working hours in banks for savings bank business 
from 11 to 4., when iDeople are engaged in their office or business is practi- 
cally tantamount to closing the doors of these banks against them and 
forcing them to play into the hands of share brokers, cotton brokers, etc., 
who tempt thoin to prospects of great gains, which by the way often turns 
into great losses, and who canvas orders m mornings and evenings ndien 
the middle class man is free. We are also of opinion that cheque books 
may be in the vernacular of the Province and that signatures in the ^el•na- 
calar should be considered acceptable. 

(c) We are strongly of opinion that a fairly large proportion of receipts- 
by Government from cash certificates and savings bank deposits should 
be released by Government for use b}' banks in the finance of agriculture 
and allied industries. We see no reason why such receipts from rural areas 
should not be made available to co-operative banks for affording facilities 
in the finance of agriculture. Western countries have accepted this prin- 
ciple and there is no reason why the Government of India should not do 
likewise. The Postal Savings Banks are surely not intended by G<vem- 
ment to compete with other banking agencies; they are or should be institu- 
tions affording facilities, in the absence of private enterprise, for the safe 
investment of the savings of the community. We think rhat in rural areas 
postal savings banks serve as a hindrance to the co-operative movement 
where co-operative societies exist; the Government enjoys naturail)^ oetter 
credit and attracts thereby the flow of deposits, while co-operaLive institu- 
tions which poi'forrn the function of financing agriculture hai-e to do -ssithout 
such deposits or with a much smaller sum received as such. Iti is an. 
accepted fact that the sa\dngs of the community in a region should supply 
or help tc supply the w.ants of that region. We, therefore, suggest that in 
s few selected areas the Government may well close the postal savings 
banks and stop the sale of cash certificates or generally make a large part 
of receipts from these sources available to co-operative banks for agricul- 
tural finance. 


15. The services of the Imperial Bank. 

We are surprised that the question mentions all types of banks with- 
the exception of co-operative banks. Presuming, however, that 'uhe omis- 
sion is not intentional, we might state here our opinion as to the extent to 
which the Imperial Bank of India has been serviceable to the co-operative 
banlcs. For some time, the Imperial Bank used to grant credits to co- 
operative banks but of late the policy has changed for the worse and the 
credits have been reduced, stopped and in some cases, only allowed on hard 
terms. Another facility which the Imperial Banlc extended to co-operative 
banks was the encash‘ment at their local branches of cheques ‘drawn by 
approved co-operative banks on the Provincial Co-operative Bank. This 
facility also has been recently -withdrawn. The Imperial Bank functions 
as Government’s agent in the matter of transmission of funds from one 
centre to another and as such has to issue 'demand drafts on Government 



Jto co-cperahire banks in lieu of the free issue of B. T. B.’s, a concessdon 
enjoyed by co-operative societies. Even this issuing of demand drafts 
is, however, now being made conditional by the Imperial Bank oh the 
.money not being utilised for inland exchange business. As Government’s 
agent, the Imperial Banlc has no right to interfere with the enjoyment by 
•co-operative banks of any concession granted to them by Government.' 
As tilings stand at present, therefore the Imperial Bank is not serviceable 
do the co-operative banks. 

18. Facilities and, concessions enjoyed hy the Imperial Bank. 

In this question too we notice the curious omission of co-operative 
•banks. We recommend that the following concessions and facilities be 
.given to co-operative banks: — 

(1) In centres where there are no branches of the Imperial Bank of 

India, approved co-operative banks may be entrusted with 
the management of Government sub-treasuries. 

(2) Where this is not possible, the cheques drawn by co-operative 

banks on the Provincial Co-operative Bank in a Province 
should be encashed at par or at a small reasonable charge by 
Govemsment Treasuries and the Imperial Bank and its 
branches. 

(3) Accumulated balances in sub-treasuries might be made available 

to co-operative banks at a nominal ’rate of interest to enable 
them to finance agriculturists against their harvested crops. 

(4) The debentures of co-operative land mortgage banlrs should be 

recognised as Trust Act securities, for though they have not 
the guarantee of the Secretary of State, they have the 
guarantee of the Provincial Government. 

These facilities and concessions would facilitate the treasury work of 
'.Government, enhance the status of co-operative banks, enable them to 
-develop deposit banking. and an’ange for prompt finance in outlying centres, 
■enable the agriculturists to receive better prices for their produce and popu- 
larise co-operative land mortgage banks. 
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No. 11, 

Xetter from the Manager-in-Charge, the Anantapur District Co-operative 
Central Bank, Limited, Anantapur, dated 11th May 1930. 

We beg to enclose a copy of our replies to the Questionnaire sent by 
yon. 


I . — Industrial Banks and Credit facilities for India's main indxistries. 

The larger industries in the country wherein raw-materials are con- 
■verted into finished products require an initial outlay on lands, buildings 
.and plant, and a recurring or cuiTcnt capital for manufacturing processes, 
-ever since the raw-material enters into llie factory till it leaves it in a' 
finished form for export abroad. The money for the former should be 
obtained necessarily by raising a large capital from one or more sources 
and this amount is not likely to be returned for some years to come. Gen- 
-erally, two or more persons join together and invest the necessaiw money 
into this capital. In joint stock companies they are subscribed by share- 
holders. The floating capital is secured on the strength of the subscribed 
•capital and on the security of the plant and machinery and sometimes at 
sight of raw-materials in the factory. 

Except the moneyed classes — ^those that possess large riches and who 
'Can therefore find both the kinds of capital themselves or on their credit 
partnership enterprises or joint stock companies have to find a major por- 
tion of both these forms of capital from the subscribers. The remain- 
der is obtained either by pledge of goods in banks, or on credit from 
producers or suppliers of raw-material. 

The types of Banks in this country may be classified under: — 

1. The Imperial Bank, 

2. Joint Stock Banlcs other than I he Imperial Bank, 

3. Co-operative Banks, 

4. Commercial and Exchange Banks, and 

5. Industrial Banks, 

6. The indigenous Banks and Bankers. 

'l’'he Imperial Baink does not finance industries directly; it can only 
lend money for a short time on production of title to goods or on their 
mortgage in the godown itself. 

The joint stock banlcs are more nervous still. These have their usual 
•normal obligations of paying their depositors and paying dividends 
on the share capital of their subscribers, so that, where an industry is in 
its initial stage, they are afraid to have their money locked up. More- 
•over, these banks with the working capital at their disposal, cannot find 
"the large capital required for even an ordinary industrial concern. The 
whole resources of a bank of fair size will be needed to 'meet the demands 
of even one industrial concern fully and certainly a single bank of this 
ttype cannot finance many industrial activities at the same time. 



Co-operative Banks play little or no part in this field ana all their 
sinews of war are not enough even to finance agricultural credit. More- 
cver„ they are least inclined to help industries— even small cottage indus- 
tries — by the very nature of their constitution. 

Private Bankers are of some help, but cannot adequately meet. 

Whatever may be the little assistance these institutions render to 
industries, one tning is certain, ihat long texm capital^ for the largo initial 
expenditure is uoi forthcoming. This is a great handicap. 

The industrial banks are not many; the few that came into existence 
in the wake of the recommendations' of the Industrial Commission of 
1916-18, have alreariv gone the way of liquidation; one or two are dragging 
on their last days. 

As things are present, no bank is prepared to finance industnes, nor 
will the constituents of the Bank pcnmij sucli a course, as their interests 
such os dividends, rates on deposils, will sulTcr. 

I should suggest therefore that cither an industrial bank v'ith branches 
should be established for financing industries in each province, or parti- 
cular banks should be authorised to finance particular oiilerprises with a 
clear provision for amalgamation of such banks in case of failure facing 
any of them. In such banks there should be no rosciwe liability — all the 
shares should be fully called up, and the amount invested in shares or 
long term deposits in industrial concerns mainly with a view to providing 
tneir initial capital on plant and buildings. Such hanks should carry on 
their normal operations of baukirkg. exchange, etc., to fulfil their obligations 
to the constituents. Purely industrial b.mlis which sink all their money in 
the financing of industries which arc necessarily slow and suhieci. to risks 
on account of ma'ket fluctuations, arc U'd generally successful. 3'iven 
such banks should possess the jxarallol activity of ordinary banking busi- 
ness to keep them a going. Their paid up capital should hoar a liigh pro- 
portion to the total transactions. 

Banks finaneing industries shall have a voice in the management of 
the industrial concerns by being given due i (‘presentation on the lioaivl of 
management and there should be industrial experts on the staffs of finan- 
cing Banks. 

A Government representative of the Department of Industirics shall also 
be co-epted on the boards of managements of these industrial coucci-ns 
on behalf of the banliing public. 

An industrial bank, or a bank which is given the privilege of fin.ancing 
industries, should not allow too large a share of its funds to be used for 
the benefit of any single interest or group financial inter-dependent in- 
terests. Its loans on plant and buildings and land should he carefully cori‘ 
sidered and should be limited in each case, the larger portion of its in 
dustrial husines.^: should be confined to the provision of' working capital. 
It should provide the initial capital with caution, at any rate during the 
opening years, and should not itself at first attempt to float companies, 
thoueh it may advise and assist in other ways persons who proposed to d(> 
so. The main factor of safety in such banks is the judicious limitation of 
each class of business +o its proper proportions. 

J- should suggest that if a separate industrial hank is formed it he 
registered under the co-operative society’s Act, with the same Govern- 
ment guarantee as is being contemplated in Madras in the institution of a 
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iCentral Land Mortgage Bank, which, is to finance agricultural industry to 
the extent ot initial capital or outlay on purchase or redemption of land, 
the fioacing expenditure being provided by local credit societies. 

The present position of financing of industries, large or small, may be 
summarised thus: — 

Banking facilities do not exist for all the great majority of agi’iculturists 
and the co-o]')crative credit movement is still touchings only the very 
fi’inge of agricultural population. Even where branches of banks exist in 
mofussil towns they do not, unfortunately, attract the custom of the small 
trader or of the agriculturist, nor do either of these under existing conditions, 
possess the confidence of the banlcs. The often illiterate agriculturist views 
with considerable doubt the deposit side of bank’s business;, while the 
security that he can offer though good of its kind is, owing to the un- 
businesslflce methods, far less tempting to a bank than the business offered 
by even tenant farmers in other countries. 

The agriculturist, the village artisan and the smaller trader are financed 
by the sowear who does not confine his dealings lo money but is often also 
a purchaser of local products and a dealer in imported articles. He often 
operates with his own capital, or is helped by a bigger man of his own 
class and the latter often has dealings with banks on a considerable scale. 

The sowear charges higher interest; lauded security is good but is 
not easily or rapidly realisable; debtors are uneducated and have no idea 
of business methods or of punctuality in meeting their obligations. Their 
income is often precarious depending as it does on the nature of the 
season and partis in self protection, the sowear charges a rate of interest 
•which local custom readily tolerates. 

The larger sov/ears wfio finance landowners are regular traders, often 
lend money on cheaper terms. But even they do not consider that organised 
industries, except a few well known and well established ones, with the 
value of which they are fully acquainted, furnish acceptable security and 
when tney lend to others, they exact heavy interest. It is only the 
•small industrialists who crave the assistance of the sowcars. The larger 
•concerns go to the banks. 

Thus except for the branches of Imperial and joint stock banks, and 
a few local baults, such capital as exists in mofussil is unorganised and 
■fcbe transfer of money is a personal transaction between the payer and 
the recipient. Tliere are very many many small towns each of wdiich 
carries on business under these conditions and without the aid of banks. 
'Tlio volume of such business is so great that in the case of similar towns 
in Western ccaintries it would be considered suificient to warrant the estab- 
lishment of branch bank. 

The branches of the Imperial Bank, set up in business towns in mofussil, 
only partly meet the proposal for organisation of mofussil resources. The 
main • difficulty is the lack of trained bank employees, owing to 
absence of facilities for commercial education and of any regular 
system of training Indians in banlring w^ork, while the country folk do not 
realise the advantages to themselves of organised banking. The extension 
of banlung in mofussil areas is consequently very slow. 

Those who invest their savings find fe-w fields which are at once safe 
■and attractive. Investments in land by purchase or mortgage still appeal 
most strongly to ,tbe Government official or professional man; and ,tbe 
darmer with spare funds cares for little else, except in a fe^v parts ,Qf (the 
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country, where some form of industry '^ypej 

become recognised as a safe investment. The Post Office Savings Bank 
and Cash Certificates attract deposits from intelligent middffi class in 
towns including Government servants, and to some extent Government 
paper’ also has found holders among the same classes as well as among the 


bigger landholders. 

The employment of wealth by those agriculturists that possess it fol- 
lows the traditional lines, viz., jewellery of their v^omenfolk, the retention 
of ceitam rupees or sovereigns part of wliich is used for^ cuirent expenses 
and of their cultivation and the rest being hoarded against future neces- 
sities 01 tc be lent to neighbours dunns? short season periods at a high 
rate of interest to make up for the loss of inierest during the pei-iod it has 


been hoarded. 


In mofussil towns small industrial undertakings are started by indivi- 
duals, family groups or syndicates. But a sense of business proportion is 
lacking; in certain parts of the Deccan tract, the number of ginning factories 
and baling presses, ground-nut decorticators is far beyond the requirements 
of the crop; and in Delta tracts, the number of small rice-mills established 
in recent years has rendered barely profitable what was at the outset a 
flourishing industry. 


Even in Presidencj towns, the banking system is too inelastic and is 
insufficient to meet the needs of the country, and in respect of industries, 
development is groath retarded for the banlcs refuse to advance money for 
lengthy periods on the security of lnuldin,gs and plant. 


It vill thus be seen that ovemvherc the difficulties in obtaining loans; 
and financial as'^istance are experienced ebiefly in the case of middle class 
industrialists wlio are unable to offer the security of approved names of 
stocks which could be readily disposed of 


III . — Begulation of Banlting. 

At present the banks in India are all registered under the Companies 
Act. A very attractive prospectus is issued setting forth the prospect of 
high dividends, and no doubt considenng the high dividends which some 
of the banks are paying and the fashion for such dividends following in 
the wake of the Imperial Bank duddends, there is rush for shares of even 
a newly started bank — rush bordering on madness when on the provisional 
Directorate of the bank one or two prominent men well-known to the 
banking or busiiipss world are given seats. 

The business management entirelv rests with the hoard and the supe- 
rior staff, the shareholders having only a nominal voice. The svstem of 
proxy-voting is great strengtb to maintain the statics qno of the bank, 
especial]\ when the shareholders are not confined to the immediate neigh- 
bourhood of a banlc’s premises hut hail from distant parts, several miles 
away.^ The balance sheets are scrutinised by the bank’s own auditors, 
who in these days of competition are only too reluctant to lose iheir 
custom. Hence one cannot expect that amount of bold and independent 
criticism of the bank's transactions as is necessary to a clear understand- 
ing of tne soundness of the business. Whatever mav be the nature of 
audit conducted by the bank’s auditors, ihere should be a Government 
syndicate of auditors, solelv for the issue of final audit reports on a detailed' 
examination of the bank’s transactions. > 
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Towards the cost of these the banks shali contribute a portion, say 
a fourth, of the fee they pay to its auditors. Government on its part 
cannot divest itself of its responsibility to the public in as much as large 
incomes, in the shape of income-tax, super-tax and other fees, are poured 
into its coffers, owing to the transactions of these banks. 

In viev/ of the safeguards suggested above, no restrictions need be 
put on the sphere of hank’s operations, except that in the case of indus- 
trial banks, the precautions mentioned in Chapter I should be observed. 

. Co-operative banks should be left free to function as they do now, but 
foreign banks should be sufficiently taxed, or special license fees levied 
on them in order that indigenous banks may thrive. 

The Joint Stock Companies Act- is rather too liberal. Better if a 
separate law is enacted for banks alone, those that can-y on real banldng 
business in the usual sense. In a banking Act, specific definition should be 
given to an industrial bank as normally no bank should be allowed to 
finance industnes, unless such banks, as already indicated, are* authonsed to 
finance industries with the limitations already mentioned. 

The system of overdrafts prevailing in joint- stock banks in regard to 
individuals requires overhauling, and in no ease should overdraft exceed 
the cover deposited or pledged with the bank. Under the new banking 
act, it should clearly be enjoined on every bank coming under the opera- 
tions of this Act that in case the transactions, as revealed in the Govern- 
ment examiner’s report, are not satisfactory, and if failure is to face it if 
allowed to continue to function, such a bank should be amalgamated with 
any of the existing banks by a resolution of the bankers' conference refer- 
red to in the next chapter. Otherwise it should be liquidated before the 
liabilities exceed the subscribed share capital. 

It is better if these banks are encouraged to receive provident deposits 
which will attract the small savings of people; but such deposits should 
necessarily be secured by investment in satisfactory securities to guaran- 
tee payment or return of the benefit in case of investors completing 
the period of contract or of bank’s failure. This is one of the 
ways in which the investment habit may lie developed among the middle 
class earning people. It is even desirable that special protection should 
be given to a bank working in a particular locality against competition 
from other banks, if it is found that the bank is meeting the entire needs 
of the locality and if the newcomer i.s likely to be duplication of the 
existing machinery. Particularly speaking, where co-operative banks exist 
and are found to satisfy the financial requicements of the locality, other 
banks with similai activity ought not to be allowed to come into being. 
Kegistration of such banlss should be refused. 

To give effect to these suggestions and recommendations, a Central 
Board with sub -boards for each province .should be created under the bank- 
ing act. 

IV . — Banking Education. 

One of the causes of the defective or inefficient management of Indian 
banks is the inadequac}?- of banking specialists or trained bankers on the 
staffs; partly due to the paucity of hands trained in banldng methods and 
reluctance to pay high salaries to staff. Except in Bombay and Calcutta, 
facilities for banking education of a higher type, with recognition of Univer- 
sity degree, are absent. This statement may be easily realised from the 
fact that annually a large number of educated young Indians appear for 
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banking and commercial examinations 'of the London Chamber of Comrnerce 
and other institutes conducted in India at vnrjous centres. Even for these 
examinations only under-graduates appear m largo numbcus. Graduates 
of Indian Universities with a commercial hall-mark are very iew, as Univer- 
sity degrees are not available in these subiects geneially. 

The schools and colleges on banking are owned by private persons or 
conimittGGS, £ind one enn understand wlint soundness there can be in an 
education conducted solely for exarnination passes, ■without personal 
■ coaching and intimate touch ■with practical side. I he candidates coming out 
of these are so much suffused w-ith a sense of superiority of their hall- 
mark that they are disinclined to take up posts in the low ci rungs of a 
bank’s staff and w^ant high places of secretaries, managers, etc. Conse- 
quently, the traming and the experience necessary for a high officer of a 
bank aie locking in these men with the concomitant defects of super- 
vision and scruiin3^ 

I should .suggest that in all industrial and banking centres there should 
be banking schools and a central college for tlie Presidency affiliated to the 
Univei-sity. The successful candidates should not be given a certificate, 
of pass until they shall have undergone a practical course in any well con- 
ducted bank for "a period of tw'o years at least after passing their examina- 
tions. The examinations and the institutions should be under the control 
of the Central or Local Board with adequate financial aid from Govem- 
•ment. 

The present position and recruitment of bank staffs may be said to be 
■undesirable Excepting the Imperial Bank which has of late introduced 
the scheme of bank Probationers there is practically no method of recruit- 
ment in other types of banks. Anybody with a certificate of pass in a 
haoldng examination is fit for appointment. The condition is still worse in 
co-oporaiive banks. Everybody is supposed (o be born a banker. Any 
member of a co-operative bank who is elected to be secretary or managing 
director becomes all at once an export banker; his will is the rule of bank- 
ing; his practica the method of banking. Only recently during the past 
one or Uvo years two co-operators are realising the foll'v of this assump- 
, tion, and one or two members on the staff arc rcqmrcd to pass low grade 
examination in banking. There is ample scope left in this field for em- 
ployment of efficient, well trained .and experienced banker.^ on the superior 
staffs of at least the Central co-operative banks. 

The exchange banks are mostly owmed by foreign capitalists and their 
posiricr may be said to be somewhat better than (ho other banks. 

To encourage higher studies in banking, a few young men mav annu- 
ally be sent out on Government of India scholarships to foreign countries 
to study advanced and complicated banking system of America and the 
continent including England. 

In respect of banking business the indigenous bankers are. in my 
opinion, murli better. They arc steeped in practical banking. From the 
"very tender age of boyhood, the sons and relations of these hankers are 
apprenticed to firms and only after a long period of 10 to 15 vears nr^ 
they given any responsible positions or allowed to set up independent busi- 
ness. It -would be better if these are given some general education parti- 
cularly m the theory of modem banking. This question may well be left 
for consideration of the Central Board on which there shall certainly be a 
represoiltative of' this class of bankers. ^ 
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V . — General Banking Organisation and Money Market. 

As already pointed out the banhs in India should be brought under the 
pun^iov^’ of a new Act called the Indian Banking Act and the provisions 
of the Companies Act shall no longer apply to them. Under the Act, the 
State should be in a position to be in intimate touch with the working of 
banks and have powers to interfere in extreme financial difficulties of in- 
dividual banks, either by amalgamation or liquidation at the very stage of 
decline. Statutory obligation should be laid for an annual final examina- 
tion of the atx’ounts and affairs of the banks. Due representation should 
be given on the proposed central banking board to banks, and periodical 
meetings and conferences of bankers should become a recognised aifair. 
In truth, want of co-operation among the bankers is responsible for many 
of the defects in the banking position. In matters of co-operation competi- 
tion among banks is most undesirable, especially in a field where money 
is involved. I should suggest, that these' banks work on the line of trade 
guilds in England and such co-operation, joint deliberation and a common 
working understanding will have a steadying influence on the money 
market. 

The frequent fluctuations in the money market which affect the values 
of securities, tending often times to their deterioration, and the changmg 
rates of interests on deposits in banks take away from the investing public 
that amount of confidence "necessary to ensure their continued custom with 
the banlcs. Whatever may be the effect of the condition of other corm- 
tries on the world’s money market, their effect on the Indian money 
market may be minimised by the Indian banks co-operating among them- 
selves, as almost all the transactions of these banks are held up in the 
countiy. When this desired consummation is brought about, so many 
other imnor disparities will adjust themselves. When once the money 
market becomes more or less steady, the public are assured of fixed rates 
of interest for a definite period and the deposits will increase in the exist- 
ing banks,, or new banks may set up to meet the increasing volume of 
investments. With provision in the statute for amalgamation of banks, 
the security of the depositors is assured and I do not see any objection to 
giving banks the ordinary facilities which the Imperial Bank at present 
enjoys. It must be boldly pointed out here that in money matters the 
failure of evcit one bank with the consequent disastrous effects is enough 
to drive the public to withdraw their supports to banks in general. After 
all, such failures can be avoided by the precautionary measures suggested 
to be provided for in the proposed banking act. Eraudulent manipula- 
tions of accounts were responsible for such failure in a few cases. In others, 
large sums of money were advanced to enterprises in which some of the 
directors were interested. There were besides mistakes of policy, as for 
instance in the financing of long term business with short term deposits 
and the sinking of far too great a propwtion of these funds in a single 
industry. 


Note on Co-oPBH.A.rivE Banks. 

Whatever may be the financial soundness of joint stock banks and 
the concessions granted to them by the State, the balance of public and 
Government sui>port should be on the side of co-operative banks which 
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by the very nature of their constitution and \v’orking arc intended for the 
good and welfare of the people. Certain changes in their methods of work- 
ing are necessary to keep pace with modern developments. Particularly 
financing of small industries — cottage industries — should be unhesitatingly 
resorted to. Of course, experts should be appointed on the staffs of these 
banks to examine the conditions of the borrower and to provide facilities 
for the marketing of his products. The present iicrvousness of these banks 
to finance industrial undertakings should bo shaken off. 

x\.s regards large or major industries. I should, as before, advocate the 
establishment of separate central co-operative industrial banks to func- 
tion in the manner an industrial bank is expected to do. 
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No. 12. 

Statement of evidence submitted by the Bihar and Orissa Provincial 

Co-operative Bank, Limited, Patna. 

J . — Credit facilities for India’s main industries. 

1 & 3. In tlio Province of Bibar and Orissa, agrioulture is by far the ino.st 
important oocui)ation at present. According to the Census report for the year 
1921 the Province has a population of three crores and seventy-nine lacs out 
of which four-fifths or tlirec crores depend on agriculture. The Province is 
■overwhelmingly agrarian, and agriculture is the chief industry of the people. 
With the development of a rapid and cheap means of communication due to 
the utilization of steam, electricity and petrol and development of roads, rail- 
ways and ca-nals, the movement and marketing of food crops from all centres 
have both become comparatively easy. Commercial crops have replaced food 
crops in many localities, rural economy has undergone a considerable , 
change and abundant, cheap, and long term credit is now required for the 
production and marketing of agricultural crops. Besides, rural indebtedness 
in the Province is heavy and rates of mtorcst charged for agricultural credit are 
still veryhigh although agencies for supplying this credit are plentiful and 
widely distvibuted. The indebtedness of the landlord class also presents a 
problem which is distinct from that of the ordinary cultivator. 

The agencies for the supply of agricultural credit are still very imper- 
fectly organised and although co-operative- credit has made an appreciable 
inroad into rural credit, and as a banldng agency is generally in a satisfactory 
condition, there is no co-ordination amongst the various credit agencies in- 
cluding Government, and no suitable links between the urban and rural agen- 
cies and between the urban and central money markets for agencies other than 
co-operative credit. The banliing system is confined only to commercial 
banking which forms an unimportant part of the economic activities in the 
Province and co-operative cre^t, which has touched only a very small portion 
of the rural population, is the only organised system of rural credit. 

The main defect of co-operative credit, which is the only organised system 
of agricultural finance, is the inconvertibility of agricultural paper, and the 
assistance the Imperial Bank, which is the State Bank of the country, can 
render, is by way of strengthening the existing provision for overdrafts to 
co-operative banks on the backing of the promissory notes of approved central 
banks and primary societies. The existing arrangements for this purpose 
an the Province arc far from satisfactory. There arc only two central banks 
out of sixty-seven which enjoy total cash credits of rupees eleven thousand 
from one joint stock banlc , secured by then general assets, and the Provincial 
Bank is the only co-operative bank which enjoys two cash credits or rupees 
seven lacs and an overdraft 'of rupees two lacs, 'eighty -five thousand from 
the Imperial Bank of India. The first cash credit of rupees four lacs is obtained 
against the demand promissory notes of rupees foin lacs executed bjf the bank 
out of which a sum of rupees one lac is guaranteed by each of the following 
four big zamindars of the Province : — The Maharaja of Darbhanga, Maharaja 
of Hathwa, Raja Bahadur of Banafii and Raja of Nazargunj in Purnea. This 
cash credit was originally granted in the year 1914- by the Imperial Bank of 
India at a concession rate of half a per cent, below Bank Rate. This concession 
has been withdrawn by the Imperial Bank from November 1929 on the ground 
that the financial position of the Provincial Bank is now strong enough not to 
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nPPd this concession. The second cash credit of rupees three lacs is granted by 
thrimperial Banlc on the security of the demand promissory notes of rupees 
fmir in favour of the Provincial Bank against the cash credit accounts of 
l:Sr:rb"l'roved b, the Eepstrar at Bank rate. The overdraft „i 
rupees Wo lacs eighty-five thousand was granted in the year 1923 by the 
Irnp-rial Banlc of India against Government securities of rupees three lacs at 
half a per cent, below Banlc rate . The arrangement still continues, but a notice 
has been received that the concession of half a per cent, allowed in the rate 
will be withdrawn from the Lst July 1930, as the Imperial Baiik of India can 
no longer see its way to allow the concession. As will be seen from the above,, 
tlie only accommodation obtained by the co-operative movement in the Pro- 
vince against agricultural paper from either the commercial banks or the 
Imperial Banlc of India is the cash credit of rupees tlmee lacs granted to the 
Provincial Bank. The total deposits, fixed, current and savings from non- 
members were rupees one crore ninety-seven lacs, while the deposits held from 
members amounted to rupees six lacs and the reserves,, paid-up share capital 
to rupees eleven lacs and tweiit 3 ’--nine lacs respectively in the central banks- 
and the Provincial Bank on the 31st December 1929. The total working 
capital of the central banks and the Provincial Bank, therefore, was rupees twn 
crorcs and forty-three lacs out of which a sum of rupees f ortv lacs represented 
the co-operative banks’ own capital, while a sum of rupees two crores and three 
lacs represented borrowed capital. With such large resources and large com- 
mitments, the only accommodation the movement has received from the Impe- 
rial Banlv of India, which is the State bank of the country, against the demand! 
promissory notes of co-operative banks is the cash credit of rupees three lacs,.' 
which is totally inadequate for an important industrj^ lilco agriculture. Loan, 
bonds of primary societies constitute the securit}'' against which loans are 
advanced to them by cmtral banlis, and loan bonds and promissory notes 
constitute the seciudties against which advances are made to central banks 
by the Provincial Bank. Co-operative banks are under the special disability 
of possessing as security for their loans, loanbondsand promissory notes which 
are incapable of being converted into cash in the market, and the only Avay by 
which the necessary elasticity can be imparted to co-operative finance is ta 
make these bonds and promissory notes acceptable to the Imperial Bank of 
India as collateral security, against advances to co-operative ba-nks. Co- 
operative credit is likel}'^ to occupj' a very prominent position in agricultural 
finance before man^'' years have passed, and if adequate financial assistance 
has to be provided for this premier industry of the Province, it is necessary to- 
provide suitable accommodation to co-operative banks against the backing of 
agricultural paper they now possess, udth proper safeguards in order to ensure- 
its easy realisation. 


At present no distinction is being okserved by central banks between long 
and short term loans to societies. If this distinction could be observed and 
1 promissory notes could be introduced in place of loan bonds for short term 
hnance, the paper vdll be more acceptable to commercial banlcs as well as the 
impsrial Bank of India than the loan bonds now in use. The entire depend- 
ence of the crops on the annual monsoons, the indebtedness of the peasants, the 
constant fragmentation of the holdings, a majority of which have consequently 
wtSw and the lack of subAdiary cottage industries are factors 

agricultural finance long dated. A separation of long and 
f desirable at central banks but it is doubtful whether 

w^?'?h -.Sn ™ f ferm agricultural finance can be safely reduced to a period 
Pven if +1 io f ^ possible to introduce short term bills as security in societies- 
1 8 one, agricultural paper cannot by its very nature be considered 
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as liq^uid as ordmarv trade bills. Attempts made in some Provinces to distin- 
guisb between crop loans and short and long term loans in societies, as conldi 
bo gleaned from reports, have not met with encoiiraging results. 

A warning has recciil ly been sounded against the utilisation of cash credits 
granted by the Imperial Banlv of India to co-operative banks as fluid resources, 
by the latter as recommended by the Maclugan Committee on co-operation, and 
they have been advised to maintain adequate, fluid resources in Government 
securities, ijideijendcntly of the above credits. There, however, appears to 
bo little harm in this practice, as it is unlikely that the Imperial Bank of India 
will refuse to meet its liabilities under these cash credits. If there is any 
ground for such an apprehension, tlie proper remedy would be to place such 
relations between the cc-operative banks and the Imperial Bank of India on a 
contractual basis. The Imperial Banlc, as the repository of Government balan- 
ces and virtually the State bank of the country, oavcs this duty to this premier- 
industry of the Province. 

In this Pro\dnce, it is not an easy matter to maintain adequate fluid re- 
sources in Government and Trust securities, as the yield on such securities is- 
generally found to bo more than one per cent, lower than the rates co-operative 
banks have to allow on their lioi rowed capital. The margin between the rates 
at which the central banks borrow and lend, considering their resources, their 
heav3' expenses after propaganda, training village welfare work, and the con- 
tributions thej' have to pay for audit and development, is small, and the ten- 
dency is toward.s a furtlicr decrease in this margin. The Provincial Bank's- 
average borrowing rate was six and a half per cent, and its lending ral-e was. 
eight per cent, per annum, only five years ago. Its average borrowing rate is 
five per cent, and its lending rate is six jicr cent, per annum now. There is a 
fall of half a per cent, in the margin between the borrowing and the lending 
rates of the Provincia i Bank within a period of five j’^cars. The lending rate 
has been maintained by the Provincial Bank at six per cent, since the last three 
year.? in spite of the steadj' increase ui the average Banlc rate from five and a 
half iior cent, in the year 1925 to six and a half per cent, in the year 1929. 
This tendency of smaller margins for co-operative banks vith the expansion 
and progress of the movement has been brought about by circumstances over 
which they have little control and the tondenej^ is towards lower margins 
still. The assistance the Imperial Bank of India has granted to the Provincial 
Bank against the demand promissorj’^ notes of central banlcs requires, therefore,, 
to be extended and not curtailed as is being done, with a view to enable the 
apex bank to grant adequate credits to its atflliatod central banlcs, which had 
to be recentty curt ailed, due to insufficient resources at call at command at the 
Provincial Bank. As an apex bank for the movement has been in existence in 
the Province, it appears de.sirable that the financial relations of the central, 
banlcs -with the outside money market, namely , the joint stock banks and the 
Imperial Banlc of India should be onlj* through the Pro\dncial Bank and not 
direct. 

The promissory notes of appro^'^ed central banks, which serve as collateral' 
security against the cash credit of rupees three lacs granted to the Provincial 
Bank, can safely be considered to be an eligible form of security against advances ■ 
by the Imperial Bank. The cash credit is secured, firstly, by the general assets' 
of the Provincial Bank and, secondly, by the assets of the central banks, the 
combined owned resources of which amounted to rupees forty lakhs, and the 
combined total assets ui whioh amounted to over rupees two crores on the 31st 
December 1929. The assistance the co-operative banks have received from 
the Imperial Bank of India against the available co-operative paper in the- 
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Trovince is a cash credit of only rupees three lakiif, against the total assets of 
■Tuoees two crores involved in the movement, which is inadequate . Consistent 
Avi^h safety and considering the fluidity of the demand promissory notes of 
-,o-operative banks, ten per cent, of their assets or a cash credit of rupees 
twonty lakhs would j)rove to bo an adcq^uato credit for the Provincial Bank to 
^enable it to provide fluid resources to cover deposits and short term loans of 
central banks. 


2. To a limited extent, financial assistance is being gh^'cn by the co-opera- 
tive movement in the earlier stages of agricultural production and in the market- 
ing of tlie produce in the Province. The efforts made at the co-operative mar- 
keting of agricultural produce, and manufacture and sale of articles on 
CO operative basis, are still very limited. The financing of the agricultural 
produce is mainly done by big mercantile houses through their local agents. 
Tbf' present state of things can only be improved by extending co-operative 
sale, purchase and manufacture so that the benefits of trade, instead of being 
.limited to the already well-to-do and influential middlemen and traders, are 
distributed amongst the producers and consumers. 


II. — Financing of Foreign Trade. 


1. With a total population of tlircc crores and seventy-nine lacs and an 
area of over one lac and elcA’-cn thousand sq. miles, the ProA'inee possesses 
only SDA'en cities, each Avith a population of oA'er fifty tliousand inhal)itants. 
The people living in cities repre.sent about four per cent, of the total popula- 
tion and there are only fifteen centres AA'liich possess one or more branches of a 
Joint stock bank, including the Imperial Bank of J ndin . The number of centres 
HOTved by joint stock banks in the Province is very limited and its main industry 
..and trade is the production and marketing of the agricultural products, except 
in the mim'ng areas of Manbhum and Singhbhum Districts. Tiio Imperial 
Banlc, which possesses the largest number of branches in tlic ProAdnee and the 
other big commercial banks, lilce the Allahabad Bank and the Central Bank of 
India, Avhich also have branches, finance trade in grains, pulses, seeds, etc., 
• only to a very limited extent, as the trade is generally carried on by petty 
merchants, feAV of Avhom have any dh-ect relations AA-ith those big banlis. 

In the Province all merchants as a class are unable to secure the assistance 
they need from joint stock banks because A^cry foAv of them maintain any rela- 
tions Avitb them, and the centres at which the "offices of f Iicse banks are situated 
are very Limited. A provision of more branches of big joint stock lianks does 
not appear to be a suitable solution. It is oA’-cn doubtful whether branches of 
big commercial banks in centres of petty trade and commerce can be success- 
ful. The cost of management and supervision charges of such branches are 
generally heavy, and the branches generally cater to tlio needs of fairly big 
constituents. Besides, by experience it is found Ibaf such brandies have so 
-far succeeded only in draAvdng out money from such centres for use in big 
commercial cities. The system of branch banking of big commercial banks 
has resulted in centralizing tlie country’s finances in big commercial cities, and 
-increasing the number of middlemen, before the funris again reach the potty 
mofussil merchants through big mercantile houses Avfilh offices at such centres. 
Branches in small centres can neither bo profitable to the banlvs nor suitable to 
“the needs of the petty traders in mof ussil towns . 


Another solukon is the encouragement of small independent banlvS in 
mofossiUoAvns. The defect of the system of having soA'eral petty banks is 
-that in the aosence of a central supervising and co-ordinating agency, indi-’ 
vidua.ly tnese musu remain financially weak, and may not succeed in inspiring^ 
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-the confidence,' necessary'f or their success. Duo to the lack of technical educa- 
tion required in organising and running- a bank, the development of such insti- 
tutions is bound to be slo-wer than the requirements of the country demand. 

Considering the state of trades of the Province, the most suitable solution 
to the present need of banking facilities in the country is the organisation 
•of Peoples Banks on co-operative lines in all centres of petty trade and com- 
merce. These institutions are so constituted as to attract the savings of small 
men and employ them locally, a machinery also exists whereby their activities 
•can be controlled by Government, and technical advice and necessary financial 
.assistance are also available to them whenever needed from the existing credit 
•institutions, which can successfully connect the mofussil towns with the central 
money markets through the well-organised system of co-operative credit. 
'These banks can be easily organised with small capital and will not only com- 
mand sufficient credit but also provide a training ground in banking methods 
•and practices to the people in mofussil towns. 

III. — Begulaiion oj Bavhing. 

1 . The audit and examination of bank accounts should be done only by 
•duly qualified auditors. Their duties should be not only to examine the 
accounts of banks in their charge but to appraise their financial position and 
.suggest ways to improve it. Tire qualification of these auditors should be the 
same as those of certified auditors and their cost should be met by fees from 
banks audited by them as at present. The present practice is for the meetings 
-of the shareholders of these banks to appoint auditors for the ensuing year. 
Athough this practice may not have been found desirable in a few cases, there 
is nothing very objectionable in continuing it, especially in view of the fact 
that there is hardly any other suitable alternative. If an All-India Auditors’ 
Association could be organised, and if the practice of audit is restricted only to 
those auditors who are em-oUed as members of this Association some of the 
-malpractices which have come to light -udll also receive a suitable check. 

2. Restrictions of the natme imposed on the Imperial Bank of India under 
■section 8 of the Imperial Bank of India Act can -vvdth safety be imposed on a few 
commercial banks only. With regard to other banks, viz., land mortgage and 
industrial banks organised for special purposes, the restrictions imposed on the 
business of the Imperial Bahk cannot be considered to be suitable. No 
•general restriction can, therefore, be .safely imposed on all banks organised for 
all purposes. 

3. The word “ bank ” should be strict!}' limited to institutions doing 
deposit banking and privato firms should not be permitted to make use of the. 
name “bank ” unless they are registered. A disciplinary control over insti- 
tutions which carry on bai-iking privately is necessary and it is necessary that 
no private firm or individual lends out money -without obtaining a license. 
No private firm with its head office outside India should be permitted to carry 
■on banking business in India, and foreign baiffis, which are public companies 
and doing banking business in India, should publish periodical reports and re- 
turns pertaining to their transactions in India. These provisions should be 
•enforced by Government through the local departmr-nts of industry or through 
the Registrars of Joint Stock Companies. 

4. -At the present stage of development of the co-operative movement and 
in the absence of other banking facilities in the Province, legislation defining 
the sphere of operations of co-operative banks appears inad-vfsable and, if 
undertaken, might result in preventing the growth of co-operative institution 
along channels where they may ultimately prove to be of the greatest benefit. 



6 The subscribed capital in banks should have a definite relationship to. 
the authorized capital, while the paid-up capital should also have a similar 
relationship to the subscribed capital. The relationship should be such that 
ordinarily the paid-up capital of a banlc before it commences business is not 
less than one-foiu'th of its antborised capital. In co-oporativc banks the con- 
tribution of one-fourth of their annual net profits to their reserves is compul- 
sory. A similar rule will bo advantageous in tbo case of joint stock banks.. 
In co-operative banks the rule is that the proportion of owned capital, i.e.,, 
share capital and reserves to borrowed capital, f.c., deposits, loans, debentures^ 
etc., should not ordinarily be below 1 : 8. For co-operative banks, so high a 
proportion of owned capital is necessary, due to the rigidity of their invest- 
ments. In the case of commercial banles with a large portion of their assets in 
easily realisable securities, such a large proportion of owned to bon owed capital 
may not be considered necessaiy, but in tjie interests of sound banking, some 
relationship between the borrowed and the owned capital seems necessary, 
and a minimum proportion of 1 1 15 between the owned and t he borrowed capital 
would appear suitable. 

7. Credit is a very delicate plant and to foste" the grovili of credit insti- 
tutions, the latter require very delicate handling. The shaken credit of one 
institution has invariably affected the credit of other similar institutions. 
For a banl;:, therefore, whenever it is weak or embarrassed, it must lie possible 
to seek amalgamation mth a large bank on suitable terms without passing 
through the process of liquidation. In extreme cases, however, where an 
amalgamation with a stronger bank is not possible, in order 1 o prevent panics 
and avoidable depreciation in the asset.s of tlie embarrassed bank, assistance 
similar to that rendered to the Alliance Bank, sliould bo available from the 
Imperial Bank of India. With a view to prevent a forcible liquidation after 
a banli’s condition is considered weak, a temporary moratorium should ba 
permitted, till it is finally decided either to amalgamafe or to liquidate it. 

11. No legislative measures appear necessary for protecting the interests 
of dejiositors by making any further distinct'on between current accounts and 
other deposits. Current accounts of depositors gcncrallj’ represent funds, 
which may be requhed at call or short notice, while fixed deposits generally 
represent surplus money which ^ould be safely put aside for a certain period*^,, 
and this necessary distinction is generally observed and provided for in the 
business rules of all well-regulated banks, catering to the requirements of such 
depositors. The savings deposits in banlis, in a majority of cases, represent the 
savings of small depositors and as such deserve preference over other deposits 
in extreme eases of liquidation. A general rule protecting all savings bank 
deposits in preference to other deposits, however, appears inadvisable at presents 

12. Legal enactments can protect financially sound banks against the 
unjust, repeated and open attacks of intere.«ted critics, but it is doubtful 
whether such enactments can protect banks against the attacks of those critics 
who choose to work from behind the screen. Besides, tliere is a danger of such 
enactments being utilised by financially weak banks to protect themselves 
against the just attacks of their critics, and as such may prove to bo against 
the interests of the development of sound banking. The only effective protec- 
tion a sound bank can have against all attacks is to have adequate fluid re- 
soirees and the certainty of assistance without delay, from the Impt-rial Bank 
ot India, as long as the Central Reserve Bank is not established. The consti- 
aii the Imperial Bank does not make it obligatory on that banlv to assist 

sound^ banks in cases of emergency, and although recently its. 

still remains a joint stock 
run en irely in the interests of its shareholders. With a view to* 



■safeguard tho interests of banking, and to ensure banking development on 
sounci lines, the organisation, at an early date, of the Central Reserve Bank, 
■with the power of issue, a statutory obligation to assist banks ,in distress, 
•and with power to utilize the currency reserves maintained in England in 
•this country, appears absolutely necessary. 

13, Co-operative banking in an agricultural country lilee India must play 
:an increasingly important part with the passage of time and -with a view to 
enable such banlcs to adequately finance agriculture and provide banking faci- 
lities in mofussil areas where no joint stock bank can exist, special concessions 
-could usefully be granted to them. The following are a few of the concessions 
which in our opinion could advantageously be granted to co-operative 
Ijanks : — 

(a) Co-operative banles are generally far removed from all centres of 
extensive business and trade and have to entirely rely on the local Government 
■Treasuries for the remittances of funds from and to the Provincial centres. 
The Imperial Government in letter No. 1244-A. G. R., dated the 29th Septem- 
ber 1924, make it clear that the buying and selling of remittances is not con- 
•sistent with the principles of co-operative banlcs and that the concession of free 
remittance of funds by R. T. Rs. is not made to co-operative banks to enable 
them to carry on a commission business. It is, therefore, suggested that audi- 
-tors of co-operative societies should be instructed to check any such transac- 
tions which come to their notice and report them to tlie Registrar. It is, there- 
fore, suggested that if any local Government considers it necessary to impose 
a maximum limit on the daily issue of R, T. Rs. at par to co-operative banlcs 
with a view to check any tendency on their part to abuse this privilege, the 
'Government of India will have no objection to the imposition of such local res- 
trictions as are considered necessary. Tho object of this latter could have been 
achieved if the restrictions imposed were, confined to co-operative banlcs 
situated in centres whore a branch of the Imperial Bank of India is in existence. 
By extending its application to all Provinces and to all co-operative banks 
which are situated in small tornis in tho mofusdl, where these are the only 
banks in existence, or which may be profitably organised, a serious check has 
been put on the development of remittance facilities and banlcing habits 
in the rmal areas of the country. 

Exchange business is a perfectly legitimate business for co-operative 
banks and societies to undertake. In Europe, co-operative banks are doing 
this business in spite of the fact that remittance facih'ties are more numerous 
there than hr India. Freedom for co-operative banks to do exchange business 
will mean a considerable sa'ving in the expense and risk involved in the 
transfer of funds from mofussil sub-Treasurios and Treasuries to the branches 
■of the Imperial Banlc of India and vice versa. As is ■well known, the annual 
seasonal stringency in the money market commences with the movement of 
crops at the end of the monsoon. Generally speaking, the stringency synchro- 
nises with the collection of land revenue by Government. The land revenue 
so collected accumulates in Government Treasuries without any outlet to make 
at available, for the finance of local trade. The agriculturist at the same time 
markets his produce and the merchants require money in mofussil to'wnr 
for the purchase. At this time of the year the Government Treasuries in 
mofussil towns possess funds but cannot release them for the use of local mer- 
■chants'. These funds, at considerable risk and cost to Government, have some 
times to be sent to Central Treasuries whence they pass on to the Imperial Bank 
in a similar way. The local merchants on the other hand obtain funds from big 
merchants in cities. Tiie flow of Government funds in the busy season for trade 



is, therefore, from the mofussil to commercial ch,ies while tor commerce isfronu 
cities to the mofussil towns at the same time. The risk and cost involved both 
' for Government and merchantc for sending and obtaining these funds can be 
obviated by permitting co-operative banks to discount local bundles of 
approved merchants. The co-operative banks can serve as links between the 
merchants who need funds and Government Treasuries which at tln.s time have 
funds to remit to Central Treasuries. As is ivell known, tho feeling of stringency 
in the money market is generated by the scramble for funds in big commercial 
cities and its origin can be traced to tho insistent demand for funds from mer- 
chants in tho mofussil. The stringency, therefore, is more psychological than 
real. If, therefore, a means can bo devised to release tho currency locked up in 
local Government Treasuries and sub-Trc.asuries for the use of local merchants- 
through co-operative banks, by permitting the latter to do exchange 
business, the feeling of stringency is sure to be less acute with tho jiassage of 
time. 

The busy season in India ends with the commencement of tho monsoon 
when funds remitted to mofussil towns return back 1o big commercial cities, 
this period synchronises with the time when membcr.s of societies require 
funds for their agricultural operations and the co-operative banks draw funds 
from the Provincial Banlc. If the co-operative banks be permitted to do 
exchange business, they would sell their drafts or hundies against the Pro- 
vincial Bank to local merchants and thus ]>romptly obtain the required funds 
locally. The co-operative banks should, therefore, be permitted to dooxcliange 
business freel}’’ in centres where a branch of the Imperial Bank is not situated 
and if necessary, the business of co-operative banlcs be restricted to a maxi- 
mum sum of Rs. 10,000 per day in centres where there is a branch of the 
Imperial Banlc. 

(6) The facility of a free remittance of funds by E. T. Ks. on Government 
Treasuries allowed to co-operative banks is certainly of great advantage to 
them. As has been mentioi’ed before, eo-operative banks are generally 
situated in centres where without such assistance from Government, funds- 
would not be available. The advantage, bowever, of this facility is largely 
nullified, due to the loss of interest these banks liave to suffer on balances 
in transit, as there is a minimum delay of at least a week even when such 
centres are situated near each other. With a view to prevent this loss to 
co-operative banks as far as possible, it is necessary that Government should 
extend uhc facility of a free remittance of funds by supply bills and telcgr.iphic 
transfei’s to co-operative banks. In section 10*3 of the Resources Mauual 
of Government of India, the charges made for the issue of supply bills and tele- 
graphic transfers are given as below : — 


Per cent. 


For amount of Rs. 10,000 and above 
B'or amount of less than Rs. 10,000 


Rs. A. p. 

0 10 
0 2 0 


tn "f ^ - ‘^c«ording as the person desires 

1 ordinary telegram. When Government have 

to confer the privilege of free R. T. Rs. to co-operative 

bills f proposal for the issue at par, of supply 

bills and telegraphic transfers wiU not be considered to be excessive. 
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(/'K T-n ilie interest of baiiking developmcnb in the country, it -will be neces- 
roncedethc additional privilege of the issue at par of supply bills and' 
transfers to co-operative banks, ^vhethor there be a Tieasiuy or- 
telegraphic cD present method of issuing cash orders at pa^r in heu 

Tt- from Treasuries on sub-Treasuries increases the delay in the 
transfer of hinds from one co-operative bank to another, it is a serious matter 
foreonsideration whether R. T. Rs. cannot now be issued direct between 
>>Ka-mries or between a sub-Treasury under one Treasury and another 
TreSv Another matter for -consideration is the extent to which facihty 
.ireasury. ^ sub-Treasuries and local branches of the Imperial 

T?Lk^ of cheinies drami by central banlcs against the Provincial Bank can 
-fvpn ■ Without these facilities it is not possible to open cinrcnt accounts- 
and ^ally to carry on banking transactions at co-operative batiks^ situated 
fw^Sntil towns. In order to make the position of Government Treasuries- 
an^the Wperial Bank of India quite secure a satisfactory undertakmg may, 

■ If nec-Larv be demanded from the Provincial Bank to honour cheques drawn 
bv the central banks and encashed, and also a suitable security can bo 

f thenurnose. The extension of these facihties to co- 

™afve“A~”S 

Xi burden of providing banking facilities m small moiussil towns dm. 
to tbe peculiar condition of the country, is very heavy on co-operative banks, 
and when strong institutions like the Imperial Bank of India epioy the privilege- 
Sa4ii a frel nsc of large Government balances, it is not too much to ask 
for the above facilities in favour of co-operative banks. 

(dl The problem of long term capital required for thc movemel^ has not 
vet received the serious attention it deserves. l?or redeemmg the debts of the 
Swing members of societies and granting them loans for land improvement.. 
W tefm capital is required in this Province. In Bombay and the Punjab 
tMs question has been satisfactorily solved by floating long lerm dehenturcs. 
with Interest on them guaranteed by Government and a similar 
ronoession in favour of other Provincial hanks, especially those situated 
to PrSinoial Capitals possessing limited credit facilities with limited trade 
Ind cemmeree, is very necessary. It is clear that if the unfavourably situated 
Provincial co-operative banlis make attempts to float long term debentures- 
^thout Goverimeut guarantee, they are not likely to be sueccssful. The 
Eoval Commission on Agi'iculture in India, m discussing the foim of State- 
aid ti the movement, recommended that the most smtablo form m wbich 
tie State-aid can be «iven to it was by guaranteeing interest on debentures. 
SayaWeSlr tag periods, with , a view to provide the needed long term 
capital at a reasonably low rate of interest. 

(el In Bombav the local Government provides for long term loans for- 
improvements in lands by annually advancing a certain sum under the Land 
Improvement Loans Act. The practice here is for Government to place an. 
allotment of about three lacs at the disposal of the Registrar of Co-operative 
Societies who passes on that money to the Provincial Bank in curren 
account, andfLds out of that allotment are advanced by the Registrar j^tly 
ivith the Board of Directors of the Provincial Bank. The period of lepayment 
from the Provincial Banlc to Government is the same as b^etween tlie members 
and their societies, with an aUowance of 2 to 3 years. The maximum period 
of loans granted for improvements in lands is 20 years and the minimum is- 
5 years. Before the introduction of co-operative credit Government used to- 
make Tacavi advances to agriculturists. These advances have largely stopped 
now and the money so saved could with greater saefty and economy be- 



j ^ Provincial banfeon their credit and security for the perpose 

bn?LS™ce» to sodeties,^ 

(f) With a Viev^ to encourage baking habit in the people and to faciHtate 
Ur^v bank adjustments as far as possible, Government and public 
bSs ioufd^ be permitted to accept payments by cheques on co-operative 

A Q n rule the profits of co-operative banks in India are exempted from 
nf flip Indian Income-Tax Act, but the co-operative banks are 
S" Govern^nt and Trust aecnifts 

t^pul As income on Government securities also forms a part of tlie 

to charge income-tax on securities held by 

4hem is a curious deviation from the accepted pnnciple under which such 
•profits are exempted. This anomaly requires rectification at an early date. 

(Ji) The Imperial Bank enjoys the privilege of holding large Government 
'hnlnupps free ofinterest, at Government Treasuries where it has got branches. 
It is unlikely that the Imperial Banlc of India will be able to open branches 
dn the near future at centres of petty trade, where generally the co-operative 
banks have offices. Where there is no branch of the Imperial Bank of India, 
and Avhere the central banks arc functioning satisfactorily there does not 
seem any strong reason why the latter should not be recognised as agencies 
•for the management of Government sub-Treasuries and Treasuries, in view 
of the fact that these banks are managed under Government supervision and 


-control. 

({, The relations of this Provincial Banlc -with the Imperial Bank of 
India are happily very satisfactory so far. However, the conditions under 
'Which cash credits are granted by the Imperial Bank of India to the different 
■Provincial banks vary in different Provinces. In Bihar and Orissa the 
Provincial Bank was enjoying a cash credit of rupees four lacs against the 
promissory notes of its guarantee shareholders at the concession rate of half 
a per cent, below Bank rate since the year 1914. This half a per cent, con- 
cession Avas given to the BUiar and Orissa Provincial Co-operative Bank due 
'to its weak position and enabled it to give some commission to its guarantee 
shareholders for the liability undertaken by them for meeting the calls of 
the Imperial Bank. It has been -withdra-wn by the Imperial Bank since 
November 1929. The Imperial Bank had also granted an overdraft of 
Es. 2,85,000 to this ranlc against Government securities of rupees three lacs 
'lodged Avilli it at half a per cent, below Banlc rate. The concession of loAver 
.rate on this overdraft account has also been Avithdra.wn from the 1st July 
1930. As the State bank of the country, the Imperial Bank, instead of Avith- 
dra^Aung concessions Avhich it has already granted to Pro'vinciul banks, should 
instead have granted extra concessions in the shape of long term loans at 
concession rates. As, hoAA'-ever, the policy of the Imperial Bank changes often 
it is necessary that -the facilities at present enjoyed by co-operative banks 
from the Imperial Bank be put on a footing of contractual guarantee and those 
facilities be extended by making provision for financing co-operative banks 
under specially favourable terms, such as of granting long term loans for 
periods over twelve months at Bank rate on the promissory notes or bonds 
of Provincial Banks with fixed instalments, and, cash credits and short term 
loans for twelve months and under on demand promissory notes at one per 
KjeUt. below Bank rate. * 


W. — Banhing Education. 

1, 2 & 3. There are no facilities in this Province for education and train- 
ang in banldng. The Patna University has not yet been able lo establish a 
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degree in commerce due to the •want of satiefactory openings for candidates 
■who leave the University after this training. The Co-operative federation 
of Bihar and Orissa has recently established a Training Institute for training 
cand’dates for employment in co-operative banlrs. The number of central 
banks in the Province is 67 , •which is nearly three times the number of branches 
of all the joint stock banks including the Imperial Banlc, functioning in this 
Province. In addition to central banlrs, there are several Peoples’ Co-opera- 
tive Banks and_ other banking societies, -with limited liability, also function- 
ing in the Pro'dnee. The object of the Training Institute is to train the re- 
quisite stuff for all these co-operative hanks. The Institute is run entirely 
from contributions raised from co-operative banks at an estimated annual 
expenditure of rupees t^wenty thousand. The training imparted still leaves 
much to be_ desired, but vdihout Governm.ent assistance, -whoso duty it is to 
provide facilities for education and training in all lines of public activities, 
the institute cannot be more useful than at present. 

The staff of co-operative banks in the Province is mainly recruited from 
candidates trained by the Co-operative Federation and all such employees 
are required to hold licenses from the Registrar of Co-oirerative Societies 
■who is the ex-officio Governor of the Co-operative Federation. No co-operative 
banlc, affiliated to the Co-operative Federation, can employ any assistant, 
■who does not possess a license from the Governor of the Federation. 
The licenses are rene-wable annually, but the Governor has recently passed 
orders "whereby an annual rene"wal is now not necessary. These licenses aie 
granted to barik employees by the Governor of the Federation independently 
of the local Provincial Bank, but a proposal to have such licenses counter- 
signed by the Provincial Bank is irnder consideration at present. In order 
to enable the Provincial Bank to affix its signature to the licenses of co- 
operative bank employees, it is intended to have the examination of the 
Training Institute conducted by the Provincial Bank and to hold any addi- 
tional tests it prescribes. ^ 

The Training Institute imparts only theoretical training at present, but 
the candidates receive practical training in co-operative banks which employ 
them. 

The local joint stock banlis, including the Imperial Bank of India, do not 
pro\dde any facility for the practical training of candidates in barking. The 
Imperial Bank of India mainly recruits its higher staff from the United King- 
dom, hut a few Indian recruits have also been taken by it. In other joint 
stock banks, excluding the Allahabad Bank which recruits its higher stafi 
from the United Kingdom, the staff is recruited in India. In all hanks 
the clerical staff is recruited entirely in India. 

5. The Indian Institute of Bankers, which has recently been establisbed, 
is conducting periodical examinations on the lines of the British Institute and 
issuing a journal. When the Indian Institute of Bankers was started, not 
one of the co-operative hanks was consulted. Even now there is not a single 
representative of the co-operative banlcs on the governing body of the In- 
stitute. These mistakes require rectification. With a -view to enable the co- 
operative banlis to ‘take advantage of the training facilities gi’anted by the 
Indian Institute of Bankers, the subject of co-operative banlving should also bo 
included as a subject for tho examination periodically held by the Institute. 

p -. — General Banking Organization and Money Market. 

I. The two chief defects of the present organisation of hanks and iho 
money markets of the country are (a) the lack of a definite relationship between 

VOL. II H 



98 


the various banking agencies, including Govornmeni and the Imperial 
Banlc of India and (b) the lack of elasticity of currency. 


The Imperial Banlc possesses a largo number of branches throughout 
the country and is in a position to mobilise moiicy from almost all (^tricts, 
but there is Kttle connection bctivcen the Imperial Bank and the indigenous 
bankers with the result that rates for money in the 'central and mofussil 
shroff bazars very often indicate a position which is very different from the 
posffion indicated bj’' the prevailing loan rate of the Impel ial Banlc of India. 
Government still continues to be the biggest banker in the country with 
its net work of Treasuries, sub-Treasuries and Post Offices. The comiection 
between Government and the indigenous banlccrs is less than between the 
Imperial Banlc and such banlcers. In big cities the relationship between the 
Imperial Banlc and the indigenou.'J bankers appears to bo closer than in mo- 
fussil towns where accommodation to such bankeis is not granted as freely. 
The linlcing of Government Treasuries and sub-Treasurics with the indigenous 
banlcers appears to be more important than the linking of the Imperial Bank 
with such bankers, as by so doing a far greater number of centres will be served. 
The only institution which can serve as a link between Government Treasuries 
and sub-Treasurics and the indigenous bankers is the co-operativg bank, if 
the latter is permitted to discount bills. 

Without an elastic currency the trade of the country must suffer. By 
elasticity of the currency is not meant the increase or decrease in currencj' as 
will suit the requirements of Government, but a system of currency which 
will automatically expand and contract in accordance with the needs of trade. 
However well-intentioned a Government might be, it can liardly be expected 
to be in so close a touch with the position of the trades of the country as ac- 
curately to gauge the requirements of trade and provide the currency roqiiii’c- 
ments as and when needed. Even if this is done, the expansion and con- 
traction of currency could^ardly bo considered spontaneous. Tin’s requirement 
can only be supplied by tlic organisation of a Central Bank for tho countiy 
with power to issue notes and to discount trade bills. The seasonal stringency 
and slackness in the money markets of the country will bo greatly mitigated 
if a Central Reserve Bank is established. 


3. With a view to facilitating an immediate dealing of cheques of consti- 
tuents and thus to encourage banidng habit, it will bo advantageous if clearing 
houses can ho established at places possessing more than four branches of 
different banks. Rules regarding the admission of banks to clearing bouses 
also require to be relaxed and admission should not generally be refused t o 
ba.nlcs unless there are very strong grounds for doing so. 


7 . The management of co-operative banlcs is economical lor it is still 
pertly honorary and where the services are paid for, the salaries of even tho 
higher officers are smaller than those of men occupying similar positions in 
commercial hanlfs, because men are attracted by idealism and love for the 
movement. Tho co-operative banks arc bound by statutory rules to main- 
tain certain standards of fluid resources and are also precluded from declaring 
high di^dends. They are required to contribute 25 per cent, of their annual 
net profits to their reserves and so they succeed in building up good reserves 
from their limited profits. The constitutions of all co-operative hanivs provide 
tor an adequate representation of the borroudng members on their Boards 
of management, and, therefore, the rates charged by them on advances are 
generally as low as are consistent Avith safety. 
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14. For augmenting the resources of banks, indigenous capital is pre- 
•ferable'to foreign capital. The Gold Standard and Paper Currency Reserves, 
now maintained in the United Kingdom, should be transferred to India and 
diverted to long term investments in co-operative land mortgage banks. 
The funds of the Indian insurance companies can with advantage 
to both be utilized in advance to land mortgage banlvs. A portion of the 
receipts from cash certificates and postal savings bank deposits should be 
made available to the local joint stock banks and the co-operative banks. 
In Bihar and Orissa, the Provident Fund deposits of the employees of District 
Boards" and Municipalities are allowed to be invested in the Provincial Baific. 
If the Idle funds of these semi-public institutions are also permitted to be in- 
vested in the Provincial Bank and other co-operative banks, they will not 
onlv earn a suitable interest, but will be useful for financing the agricultural 
industry of the Province and Avill also be secure. 
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No. 13. 


Statemenf: of evidence submitted by the Managing Director, the Bombay 
[Provincial Co-operative Bank, Limited, Bombay. 

Eajulation of Ban7:inn. 

III.— 3. If the term “ bank ” is to be defined and its use is to bo restric- 
ted, the Board suggest that the definition should be so framed as to, include 
societies registered under the Co-operative Societies Act. dhe use of the 
vmrd “ bank ” in their names should be permitted, however, only to societies 
vdth a miniuium working capital of rupees one lakh. 

4. All types of banking business should be opei^ to co-operative 
banks subject to the restrictions prescribed by the Co-operative Societies Act 
and the Rules framed under it as well as those contained in the bye-laws - 
of the various organizations which, it may be added, are subject to the 
approval of the Registrar of Co-operative Societies. It is possible for the 
Registrar, in virtue of the specific authority conferred on him by law and 
also in the exercise of his power to sanction bye-laws, to regulate the rela- 
tions of co-operative banks with non-members. The Government of India 
appear to hold that the buying and selling of bills of exchange for profit 
is outside the sphere of operations of co-operative banks. This view of 
theirs is not borne out by the prevailing practice among the co-operative 
banlrs of Europe, The Peoples’ Co-operative Banks of- Italy, as any student 
of banking knows, have contributed more than any other agenej* to the- 
development of banking facilities in that country, while co-operative banks 
in other countries conduct and quote terms of business not onl}’’ for arrang- 
ing remittances within their own countries but even interest themselves in 
foreign exchanges and are anxious to build up connections with co-operative 
hanks in other countries for the better conduct of their business. 

13. Co- operative* societies and banks arc entitled to the grant of 
concessions for the fallowing reasons : — 

(1) They are corporations consisting of persons of small means. 

(2) The amount of a person’s interest in a society i'^ limited by statute, 

for under the law an individual cannot hold shares exceeding 
Rs. 1,000 in value, the limit being fixed at Rs. 3,000 under the 
Bombay Co-operative Societies Act. 

(3) The profits cannot he distributed until twenty-five per cent, have 

been carried to the reserve fund which is indivisible at 
liquidation. 


(4) The maximum return on share capital is prescribed cither by 

statute, as in the Bombay Presidency, or by rules, as is the 
practice in other provinces. 

(5) When bye-laws are framed, a limit lower than even that prescribed 

under the statute is occasionally sanctioned. 

(6) There is a practice among several co-operative banlcs to divide 

their profits with borro-Rfing customers af.ter the ravment of a 
stipulated return on capital. 


(7) The iciea of prono makm.'? as sacu is p'^ehewed hy 
bUey Gyia j j sorcice to vxiO oemmunitjx 

jasfc enaoie them to meet expenses, including 
capital. ‘ 


such h?ixks and 
on terins which 
remuneration on 
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In addition to the existing concessions enjoyed by co-operative banks, 
the Board suggest that exemption should be granted to co-operative banks 
from payment of income-tax on income from investments on Government 
securities and from super-tax. 

Apart from the general grounds set forth above, the Board would like to 
point out that when co-operative societies are exempted from payment of 
iacome-tax in respect of their profits it is not fair to charge them super-tax 
which is defined as an additional duty of income-tax. This is being done on 
the ground that specific exemption from super-tax is not contemplated by 
the statute, though as a matter of fact the term super-tax was itself not 
thought of bj' the Inland Revenue authorities when the Co-operative Law 
was passed by the legislature in 1012. The Bombaj’- Act passed in 1925 
does provide for the grant of exemption from super-tax by the issue of a 
notification by the Government of India. 


Banking Education. 

IV. — 1. There are practically no facilities for education in co-operative 
banking in the existing system of secondary and higher education in the 
Bombay Presidency, except that students of Economics for the degree of 
Bachelor of Arts and of Banking for the degree of Bachelor of Commerce 
have some opportunity of becoming acquainted with the theory and 
principles of co-operative banking. 

2, Co-operative banks recruit their staff : — 

la) from graduates who have studied economics for the B. A, degree 
and banking or accountancy for the B. Com. degree ; 

(b) from other graduates in arts, commerce, or agriculture (specializing 

in agricultural economics); 

(c) from holders of the Government Diploma in Accountancy ; 

(d) from others who have passed commercial or co-operative examina- 

tions ; 

(e) by promotion from their own clerical staff ; 

(f) by selection from the staff of other local co-operative institu- 
tions ; 

(g) by direct appointment of persons with experience in banks or 
commercial firms. 

Apprentices, both salaried and non-salaried are entertained by tbe Provincial 
Bank and by some other banks as well. This system has proved useful in 
training up Junior workers for all grades of co-operative institutions. 

3. Students for the Co-operative Bank Managers’ and Bank Inspeetors’ 
Examinations conducted by the Provincial Co-operative Institute, Bombay, 
have to undergo a course of practical training at the Provincial Bank and its 
affiliated institutions for which all facilities are provided by this and other 
banks. The course of training extends over a period of three to six months 
and the students hiive to maintain detailed notes of their work which are 
taken into consideration at the time of awarding diplomas. 

The Board would like to suggest that the Provincial Co-operative Insti- 
tute, Bombay, which arranges these courses of training should be assisted 
by Government in conducting a regular school for imparting higher type of 
training in co-operative banking and accountancy. This would prepare 
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students for the following examinations and be empowered to arrange for 
practical training in collaboration with the co-operative department and 
co-operative banks, provincial, central and urban 


(1) Urban Bank Managers’ Diploma ; 

(21 Central Bank Managers’ Diploma ; 

(3) Bank Inspectors’ Certificate ; 

(4) Government Diploma in Co-operative Accountanc 3 ^ 


Co-operative banking should bo introduced as a special subject for the degree 
of Bachelor of Commerce, and the examinations held, by the Indian 
Institute of Bankers, as well as in the lower commercial examinations 
conducted by Government. In the syllabus for the degrees in Arts 
with economics and of Agriculture with agricultural economics, the subject 
of co-operation, particularly co-operative credit, should receive greater 
prominence and more attention than is the case at present. Special 
lectures for these subjects can very Avcll be organized by the Co-operative 
Institute in consultation with the institutions concerned. 


4. The Board invite attention to the recommendations'' made b 3 ’' the 
Royal Commission on Agriculture in India in paragraphs 37G and 389 of their 
Report with regard to the provision of facilities for the stud}’’ of co-operative 
developments in India and abroad, but w'ould add that such facilities should 
not be confined to the staff of the co-operative department but should bo 
extended to the officers of co-operative banks and other institutions. In 
fact, in a province like Bombay where, by convention, a large degree of ini- 
tiative is enjoyed by co-operative institutions the need for the higher training 
of the staff of banks, of unions and the institute is as keen as for the training 
of officers of the Co-operative Department. 

8. This Bank has now 27 branches located at different centres in the 
Bombay Presidency and the Board have so far experienced no difficulty in 
manning those with a reliable staff possessing some knowledge of banking 
methods. The lack of trained and qualified staff has not stood in the way of 
the development of branch banking in the uo-eperative organization of the 
Bombaj^ Presidency, and if the Board can generalize from their experience, 
they would assert that it is no lack of trained and qualified staff that reall.y 
deters joint stock banks from extending the ])ranch sj^stem. They can easily 
secure qualified staff should they seriously choose to embark upon that policy, 
and there are fair prospects of remunerative business being secured locally. 


General Banking Organization. 

V. 14. I he iioard are definitely’' of opinion that a proportion of the 
receipts from cash certificates and savings bank deposits ■ should be made 
available prefei-ably tlmmgh co-operative agency, for financing agriculture 
and small industries. The Board feel that the draining away of capital 
through these sources IS detrimental to the interest of agriculture and local 
industries, because the reduction in the supply of capitals available for local 
investment naturally tends to raise the local lending rates of interest and the 
funds that may have been deposited with local bankers, join^ stock or co- 

ob^cacih^oprHfip + because of the higher rates of interest pavable 

on cash certificates to the Government of India, for employment in unpro- 

allfeTOSSr 7 which are pfmo benefil^direct and occasion- 

ally even indirect-to rural areas. The Board may note here that it is the 
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practice ia several European countnes and even in tbe British Isles to treat 
local savings hanks as independent entities utilizing, subject to statutory 
safeguards; the local resources tapped by them' in local productive and re- 
munerative enterprises. 

The proceeds raised by means of cash certificates may be used for develop'- 
ing a system of intermediate credit for agriculture and fer the capital re- 
quirements of small industries and the money tapped through the postal 
savings banks could be made available for short dated agricultural loans or 
for trade credit to artisans. The Board suggest the entrusting of these funda 
to co-operative agency for three reasons, firstly, because they are compesed or 
are representative of persons of small means, secondly, becatise they do not 
seek to make profits at the expense of the community they serve, and 
thirdly, because their operations are supervised by a department of the State. 

16. The Imperial Bank of India’s policy in regard to the grant of ciedits- 
to the co-operative movement has undergone a change for the Tvorse recently-. • 
The first step in this direction mas the stiffening of the terms of credits allow- 
ed to tlie provincial bank of one province on the score that in another pro- 
vince, with different local conditions, both co-operative and financial, higher 
rates of interest were charged and more exacting terms prescribed. On the plea 
of uniformity, instead of the terms of business being liberalized, they were 
screwed up all round. Then, in the Bombay Presidency, the cash credit of 
8 lakhs allowed to the apex bank was first reduced to 4 lakhs, because the 
total credit was not being drawn upon. And later on, even the credit of 
4 lakhs was stopped on the ground that the Provincial Bank had 
issued, debentures with a floating charge on the general assets of the bank. 
But the debentures have been an integral part of the Provincial Bank’s 
financial machinery ever since the commencement of its working and the 
Bank of Bombay examined the legal validity of their claim on the pronote, 
of co-operative societies, endorsed in their favour, when it first allowed the 
credit in 1916-17. The question was raised later on by the authorities of the 
Imperial Bank of India who were satisfied with the exposition of the legal 
position as put forward by this bank’s solicitors. Nothing has occurred in 
the intervening period to change the legal aspect of the position. 

The Board understand that in Madras Presidency the Imperial Bank of 
India have practically decided to close the long standing arrangements for the 
grant of cash credits to co-operative banks on the security of the pronotes of 
societies, and in Bombay, in some centres where overdraft facilities were being 
granted to district banks on the security of Government paper these facilities 
are being withdrawn or curtailed, it is explained, on the ground that the 
facihties are not being fully utilized. It may be added that, to the Provincial 
Bank in Bombay, overdraft facilities are being denied even on the security 
of its large holdings in Government paper. 

The only other facility that the Imperial Bank of India extended to co- 
operative banks in the Bombay Presidency was the encashment at their local 
branches of cheques drawn by selected co-operative banks on their accounts 
at the apex bank (including drafts or branches of the Provincial Bank on the 
Head Office) within maximum limits of Rs. 5,000 and Rs. 10,000 fixed in con- 
sideration of the size of the local banks. The Provincial Bank guaranteed 
payment against the cheques or drafts when presented at its office in Bomd 
bay. This facility has recently been withdrawn by the Imperial Bank, anes 
although when it was allowed there was no restriction placed on the purposal 
for which the money was to be used, later on, the authorities of the Imperial 
Bank of India insisted that the proceeds of the encashed cheque or draft 
were not to be used for the purchase of local demand bills of exchange. 



The Imperial Bank of India functions as Governmenf't. agents in the 
matter of transmission of funds from one centre to another, and hence -where 
they have their branches, in lieu of Remittance Transfer Receipts, co-operative 
banks have to obtain demand drafts on Government’s account at par.- 
Although the use of R. T. R.’s free of charge is a concession granted to co- 
operative societies by the Government of India, the authorities of the 
Imperial Bank of India seem to imagine that at centres where they operate 
it is a concession granted by themselves. Under this impression, they 
attempt to hamper the transfer of funds between local co-operative banks and 
their apex bank, hedging it round with conditions. A note is attached giving 
the full details of the attitude of the Imperial Bank of India towards inland 
exchange business conducted by co-operative banks at centres where they 
have their branches. The Board suggest tliat the Government 
of India be moved, in the light of practice abroad and the 
need for developing banking and remittance facilitie.s through all possible 
channels in rural India, where co-operative banks are tlie only organized 
institutions operating, to recognize tJiat inland excJiange business is a 
legitimate function of co-operative banks. Clear instructions sliould also be 
issued to the Imperial Bank of India that they have no authority to 
finterfere v/ith the enjoyment by co-op-'rative banks of any facility granted 
.to them by Government. As banking facilities are still undeveloped in most 
parts of the countrj’-, the concession of free transfer of funds through the 
‘Treasury should continue to he enjoyed by co-operative banks subject to 
limits, if any, imposed by Government themselves, for particular “ centres 
or in respeot of particular ” type of co-operative societies. 

In view of their experience with the Imperial Bank of India, tlio Board 
IVe definitely of opinion that co-operative banks cannot depend upon the 
Imperial Bank of India for any facilities and that it is only a State Central 
Bank that co-operative banks can look up to for assisting them in the very 
responsible work of financing and providing banking facilities in outlying 
areas for agriculturists and other persons of small means. In case, no such 
bank comes into existence in the near future or Government are not in a 
position to secure the grant of the facilities required, the Board tliink that 
apex banks in various provinces may have to combine to form their own 
All- India Co-operative Bank to which certain special privileges will have to 
be allowed as in other countries. 

18. On the lines of facilities and concessions which arc allowed to the 
Imperial Bank of India, the Board recommend that the following maybe 
extended to co-operative banks under such safeguards and subject to such 
restrictions as may be decided upon : — 

(1) The management of sub-Treasuries in centres where there are no 

branches of the Imperial Bank of India may be entrusted to 
a.pproved co-operative banks or branches of co-operative banks 
located at taluka head quarters. Besides facilitating the treasury 
"work of Government, this would enhance the status of co-opera- 
tive banking in the public mind. 

(2) Where this is not possible the cheques drawn by co-operative banks 

on the apex bank or drafts issued by branches of the ap:x banlr 
on the head office should be encashed by treasuries, including 
those run by the Imperial Bank of India within specified limits. 
Generally, those drafts will be presented for encashment in sea- 
sons when the treasuries are flushed with surplus balances and 
thus the i/reasuries "will be practically relieved of the responsibility 
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for and cost of transfer of funds to head quarters. But should it 
be found that such transfers involve Government in expenditure 
they can fix some reasonable charge for the facility. This 
will enable co-operative banks to develop deposit banking and 
arrange for prompt issue of loans to agriculturists in outl3nng 
centres where no banking facilities obtain at present. 

<3) When agriculturists pay in land revenue through local sub-Treasuries 
the funds are transferred to the provincial or district bead quar- 
ters, which money is utilized for the seasonal finance of industrj^ 
or commerce through the Imperial Bank of India, Only a por- 
tion of the revenue is utilized for the finance of local trade and 
commerce and the agriculturists that pay the land revenue get 
no facilities at all. On the contrary, because of the lack of 
staying power, they dispose of their crops and dump goods on the 
local market as soon as the harvesting operations are over, and 
suffer, as a consequence, in the matter of prices Arrangements 
should be devised to enable agrieultmists to get finance against 
their harvested crops by placing funds at the disposal of local co- 
operative banks out of the accumulated balances in sub-Treasuries. 
Government might charge normal interest on funds thus made 
available and insist on co-operative banks passing on the money 
to agriculturists after recovering only a stipulated margin, for 
their work and expenses. 

(4) Clause 20(c) of the Indian Trusts Act recognizes as trustee securities 
the shares or debentures of a railway or other company, the interest 
on which is guaranteed by the Secretary of State for India in 
Council. The term “ company ” does not cover societies registered 
under the Co-operative Societies Act, and besides, the debentures 
of co-operative land mortgage banks will have the guarantee, not 
of the Secretary of State but of the Government of the provinces 
concerned. A suitable change will have to be made in the law to 
extend recognition to the debentures of co-operative land mort- 
, -gage banks. Further, following the example set by the British 

and Irish Governments, the Governments of various provinces 
should subscribe to the debentures of their provincial land 
mortage banks, transferring their holdings in the share capital to 
local co-operative interests as the movement develops. Govern- 
ment should also, with a view to securing sound and efScient 
management, grant subsidies to these bodies for their prelimi- 
nary expense? for organization of business and for engaging the 
services of qualified valuation officers. When the central 
state bank is established, this responsibilitj’’ of assisting in the 
floating and popularizing of the land mortgage debentures should 
be vested in it by statute. 

Note. 

(I) One of the concessions granted bj^ Government to co-operative 
-societies is the issue of B. T. R.’s free of charge between co-operative societies 
and their creditors or between co-operative societies themselves. Where the 
local Treasuries are managed by branches of the Imperial Bank of India 
such transfers are effected by the bank by drafts on Government account 
at par in lieu of R, T. R.’s, 
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(2) This facility for transfer is unrestricted at District Treasuries, subject, 
to a minimum figure of Bs. 150. 

(3) Bor remittances to and from sub-Treasuries, limits for a day’s ov a.. 

Tveek’s transactions ate prescribed, when the Deput.y Controller of Cur- 
rency grants permission. 

(4) Co-operative banks, urban and central, were advised and encouraged 
by the co-operative department with the approval of the Government of 
Bombay to undertake all types of banking business including the ^opening 
of eurrent accounts, the use of cheques, and the p^rovision of facilities for- 
transmission of funds. Such business is being freely undertaken by the 
Peoples’ Banks of Italy and other co-operative banks all over Durope. 

(5) It was the practice for co-operative banks to remit to Bombay the- 
proceeds of drafts or hundies issued by them through the Treasury and to 
obtain from Bombay funds through the Treasury for purchasing demand bills 
locally. 

(6) As one Treasury officer (Belgaum) complained that this threw addi- 
tional work on Government staff for which Government got no remuneration 
while the local bank made a profit, the Government of Bombay made a 
reference to the Government of India. 

(7) The Government of India in their Besolution (Dei^artraent of Land, 
Bevenue and Agriculture) No. 14/174/3 (published under G, B. B. D. 
No. 2760 of 22nd December 1920) ruled that “the buydng and selling of 
remittance was not consistent with the principles of co-operative banking 
and that the concession (of free B. T. B.’s) had not been made to enable 
co-operative societies to carry on a commission business It was ordered 
that auditors should check the extent to which the privilege was being 
used for the buying and selling remittances on commission and to bring 
to the notice of the Begistrar instances in which this was being done. 

(8) This view was unacceptable to the oo-operative movement in the 
Presidency and the question was raised by the Begistrar at the Begistrars*^ 
Conference of 1927. 

(9) The Conference agreed that inland exchange business was not 
opposed to co-operative principle, provided always that the idea of mere 
profit seeking was rigidly excluded, but it was- not prepared to recommend 
the use of the B. T. B. concession for this business. 

(10) The Government of India, in their orders on the Conference 
Besolution No. 1662 of 17th August 1927, published under G. B. B. D. 

, No. 3755/24 of 14th October 1926 that the buying and selling of remittance 
for profit is not a legitimate part of the operations of co-operative banks. 

(11) The Imperial Bank of India at places where it had branches, before 
issuing drafts either way, commenced insisting on co-operative banks 
certifying that the proceeds of the draft applied for would be utilized strictly 
for transactions such as remittances in the shape of calls, deposits and pay- 
ment and repayment to or by societies. 


(12) ^e Begistrar did not agree with ihe pi'ocedure introduced by the- 
imperial Bank and addressed Government (B. C. B.-18 of 19th April 1927). 
requesting them to review the position and, if necessary, introduce res-, 
tnctions. 


T, was convened by the Binance Member in June 192T 

"was advised, on behalf of the movement, to approach' the- 
authorities of the local head office of the Imperial Bank of India. 
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(11) The authorities of the Imperial Bank took their stand" on the- 
orders of the Government of India and refused to reconsider their decision 
so long as the Government of India could not be induced to change their 
ruling. 

(15) The all-India Provincial Banks’ Conference approved of co-opera- 
tive banks conducting this business and of free remittance being allowed 
within limits in centres where there v\ere no ether banking facilities 
available. 

(16) The authorities of the Imperial Bank of India are, however, nok 
satisfied with the certificates given and practically want the business to be 
stopped altogether at places where they have branches, even if co-operative 
banks do it out of their own resources and do not remit either way through 
the Imperial Bank of India on Government account at par. 

(17) Co-operative banks have offered to restrict business to [a] customers- 
having current accounts and (6) to their own members ; and also to refrain- 
from quoting competitive rates. The Imperial Bank of India is, however, not 
satisfied.' 

(18) At the Dhulia branch of this bank, the Imperial Bank’s local 
branch now refuses to issue drafts on Government account at p«r for any 
purpose (although the Imperial Bank functions merely as Government’s agents- 
in this respect). 

(19) The Imperial Bank have informed this bank that the facility allowed 
to co-operative banks of encashing their cheques on this bank at par upto 
a maximum of Ss. 5,000 is to be discontinued with effect from 31 st January, 
while the Eegistrar has been informed that all concessions have been with- 
drawn. 

120) At Dhulia, considerable inconvenience is caused to the bank’s- 
hranch and its custorhers as well as to local co-operative societies by the 
refusal of the Imperial Bank to give coins in exchange for notes and to issue 
currency notes of smaller denominations. 

(21) Previously, drafts on Bombay were not issued on one dav’ and issued 
the next, thus • causing loss of interest to the branch and credit was nok 
given for cheques favouring the Imperial Bank drawn cn the head ofiSice- 
under arrangements referred to under (19). 
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No. U. 

Sjetter from tlie Seeretfryj the Coimhatore District Urban Bank Limited, 

No. 1680, dated the 31st January 1930. 


I have the honour to forward herewith replies to a few questions of the 
.questionnaire issued by the Committee, as approved by the Executive Com- 
mittee of this bank, ^ 

1. All joint stock companies, whether registered under the Indian 
■Companies’ Act or the Co-operathm Societies’ Act, should be audited by 
auditors appointed by Government, and, if possible, in Government 
employ. 

They should be men trained in banldng, audit _ and book-keeping. 
The cost in the cases of co-operative societies and joint stock companies 
with a capital of Rs. 50,000 or les.s, should be borne by. Government itself, 
and in other cases, by a levy from the institutions concerned. 

3. Some difference ought to be made between the small institutions 
<;alled’ “ Nidhis ” or “ Funds ” in this Presidency and the regular banks. 
We would restrict the name “ bank ” to institutions which negotiate bills, 
■finance trade and deal with a capital of at least five lacs. There should 
be some Government control of institutions with small capitals like nidhis 
and funds. 

8. There ought to be a periodical independent examination of accounts 
.and actuarial valuation of assets and liabilities. 

In most cases, shareholders borrow money on the shares in the 
institution itself, with the result that they have practically no interest in 
its working. This borrowing on share capital should be prohibited. 

There ought to be some provision for amalgamation or reconstruction. 
We would press for the amalgamation of several of the registered nidhis 
to form a good bank. Recently, there was some difficulty felt in the 
amalgamation of the Coimbatore Spinning and Weaving Company, and the 
Mall Mills. Since there was no provision for amalgamation, they had to 
go through the form of liquidation of the Mall Mills and face a number 
of difficulties and delay. 

13. The co-operative banks occupy a special place as the only banks 
mainly intended for nnancing agriculture and ryots, and as such thej’’ 
deserve a special consideration. In addition to the present concessions, 
we would recommend the continuance of audit by qualified auditors under 
■Government employ, free of cost, exemption from M. 0. fees and local 
taxes. 

The companies have to pay income-tax and profession tax. It is only 
'reasonable that they should not be taxed twice, once for central and then 
for local purposes. 


IV. — Banking Education. 

nr. . ^0^ ^^»^«ng educato in any of the colleges 

commercial schools, one at Calicut and 
rthe other at Vizagapatam. Boys trained in these schools get employment 
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in European firms ordinarily. Tliere is a school newly started by Govern- 
ment and located in Madras where instruction in Banking, Book-keeping, 
audit and economics upto a medium standard is given. Intermediates 
and graduates are mainly recruited for this training. The Co-operative 
department will increasingly he recruited from those who have undergone 
such coOTses of study. 

There are five schools under the management of co-operative non- 
official institutions, located at Coimbatore, Vellore, Tanjore, Anantapur 
and Bezwada, where those who have passed at least the S. S. L. C. course 
are admitted. Banking, book-keeping, audit, co-operation and Co- 
operative Law of an elementary character are taught in these schools. 
Those who have passed through these institutions are recruited for employ- 
ment in co-operative banks and unions and as co-operative supervisors 
and inspectors. 

There is no co-ordination. 

2. Banks do not provide any facilities for the training of boys. 

7. The indigenous bankers are generally persons belonging to particular 
castes or families, and they are trained in the old method by working in 
the banks. 

8. It is expected that there will be a large demand for persons trained 
in banking, book-keeping and audit in private banks and joint stock 
companies. These three subjects will have to be taught together. 

F . — General Banking Organisation and Money Market. 

15. The Imperial Bank of India is contracting its usefulness in various 
ways. 

So far as co-operative banks are concerned, even though the past 
experience does not demand it, they have contracted their overdrafts. 
Even with regard to industries, there have been complaints from Indian 
commercial men and industrialists that the bank has contracted its credit, 
and its sudden action in this direction sometimes puts them in a very 
difficult situation. 
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Question 4i 

As far as the co-operative hanks are concerned, the sphere of their 
operations is already defined in Sections 4 and 6 of the Co-operative Societies 
Act II of 1912 and the preamble. The general principles, according to which 
and the classes for which co-operative societies can be started are embodied 
in the above referred section. Co-opeiav'ion aims at ‘ service ’ of man. 
■Hence to restrict or define “ service ” is to strangle the same. “ Service ” 
should be as universal and cosmopolitan as possible. There should be no 
consideration of creeds and persons. Co-operation is the refuge of all, since 
if claims to be “ Panacea ” for all economic ills. 

Co-operative societies can under the law only deal with their members, 
the primary societies with their individual members and the central banks 
with their affiliated societies. Further impositions have been i^laced on the 
operations of the co-operative banks, vide Sections 5, 29, 30, 31, 32, 33 and 34. 


Question 11. 

Yes. As regards protection of current accounts and other depositors 
there should be a distinction, 

(1) 50 per cent, should be kept in reserve for current accounts. 

(2) 25 per cent, should be kept in reserve for savings bank account,' and 

12^- per cent, for fi.’red deposits. 

These limits should be fixed by law. 

(3) Amounts in current accounts and savings bank upto Rs. 500 by 

each individual should be exempt from attachment in execution 
of decrees. 

A special class of deposits, with a minimum period of least 10 years, 
which maybe called “Provident Fund” or “Specific purpose ” deposits 
-should be recognised. They should have the following privileges : — 

(1) should carry a higher rate of interest since they will be long term 
investments with the banks, 

(2) should only be refunded for the stipulated object on its accom- 
plishment and on the production of a certificate by the Registrar 
of Co-operative Societies. 

"(3) These deposits should be exempt from attachment to provide an 
•incentive for savixigs for ceremonials and construction of 
buildings. 

(4) These deposits should be non-transferable. 

(5) Interest on such deposits should not be paid in cash but should be 

added in the books. 

•(6) These deposits should carry some preference in their payment after 
the hank- isjiquidated. 

(7) The ' depositor should file a certified affidavit or registered docu- 
ments to the effect that the amount will be deposited for such 
object and that it will be utilised on that very object. 

Suchr certified affidavit or registered documents should carry no fees 
j^nd should be granted gratis. 



112 


Question IS. 

The following special concessions for co-opcrativo banks are recom- 
mended : — 

(1) The Imperial Bank should discount the pronotes of registered socie- 

ties in favour of central bank and Uiiion. 

(2) It should allow cash credits and overdrafts to central banks. 

(3) Nos. 1 and 2 to bo on the recommcn-.htion of tlio Kogistrnr*. These 
^ ^ will increase a better feeling ami co-ordination. The banking 

institutions will thus bo in a position to fall back iipon these 
' assured resources ’ which form such an integral part in banking. 

(4) The banks and societies should have free audit ami the audit 

should be conducted by Government agency. This will relievo 
the societies of financial burden to some extent. 

(5) The Registrar of Co-opcrativo Societies should be vested with the 

powers to effect registratnn under the Rcgi.stration Act, of the 
members of co-operative societies on the spot. This will relievo 
the agriculturists of the inconvenience, expenditure and dis- 
traction from agriculture. 

(6) The societies should be exempted from the payment of fees on cxe- 

• cution of awards. 

(7) The co-operative societies should bo cxem])ted from tlie payment of 

income-tax on income derived from securities since societies 
aim at rendering service and not profit seeking. 

They have to buy these securities under banking precautions and to 
keep them to fall back upon in time of emergency. They are purchased to 
secure confidence of the public. 

{b) Co-operative banks have to pay income-tax and super-tax on 
securities held by them. The problem for their cxcm])tion has 
already been discussed by the Registrars’ Conference at Bombay, 
and they were unanimous that co-operative banks should not 
be charged any tax of this kind. 


IV. — Banhintj Edmation, 


Q. 2. Ror the post of inspectors, the policy is to select young gradu- 
ates with economics from agricultural classes. After their recruitment 
they are given a thorough grounding on the field. TJion they have to appear 
in a co-operative training class. 

The auditors are generally persons promoted from sub -inspectors, and 
they have a good knowledge of the department and the district. The sub- 
inspectors are generally young matriculates who are selected after personal 
interview, and considered to be physically fit for out-door duty. They have 
to undergo at least 5 months’ field training . and have to pass the Sub- 

Inspectors Training Class, after attending one month’s coursf' in theory 
and law. 


In the central banks, the Board of Directors recruit the stafi’. 

In the classes, both theoretical and practical training is given, besides 
the practical training obtained by the candidates in the field p^eviousl 5 ^ 
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111 Iniia, Govemmeif; should sanction grants which should be 
distributed in the shape of stipends to candidates, who should declare to 
serve the Department at least for a fixed period, else they should be liable 
to pay back the amounts received by them by way of stipends. 

y. — General Ba \king Oi-ganisation and Money Marhet. 

Q. 14. Agricultural industry at present is handicapped for want of long 
term credit to enable the rural people to redeem their lands and to eSect 
improvements on the same by sinking new wells, by deepening old ones, 
by constructing bunds, nadies and tanks. This district, being particularly 
subject to frequent visits by famines and draughts, requires increased irriga- 
tion resources. 

Funds for such productive and useful objects can only be tapped up 
from the public by offering them facilities and concessions of the nature 
described in reply to question No. 11. This also requires liberal subsidies, 
such as cheap long term loan from Government, to render full assistance 
and facilities to agriculture. 


Cir. No. 126-S., dated Lahore, the 11th February 1928, to all Gazetted 
Officers and Inspectors, Co-operative Societies in the Punjab. 

Duties of Staff. (Division of duties between Auditor and 

Supervisor.) 

The Auditor. 

(а) The Auditor will audit the accounts of a society. This includes a 
general meeting at the end to explain the balance sheet, and point out any 
errors, etc., he may have discovered. He will also discuss the audit note, 

(б) At the time of the audit he Avill correct such mistakes as have come 
to light and can be corrected. 

(c) He will impart some teaching, incidentally, but confine it generally 
to account matters : such as the making and use of the Register Had Qarza 
and Qistbandi. 

(d) He should test the Annual Statements at the time of his audit. 

(e) He should prepare, or help in preparing, the Register Had Qarza, at 
"the time of audit. 

(/) He should make a list in his audit note of those members who have 
agreed to the correctness of their accounts leaving in the proceedings book 
•a list of those who were not present, for the supervisor to check at his next 
visit. 

[g) He will send his audit note to the Inspector as soon as it is ready, 
recording thereon a certificate that he has left a copy with the society. 

{h) Any suspected misconduct of a society’s officer should be reported 
do the Inspector. 

{i) He will not, handle society’s money in any circumstances. 

(y) ,He will not be required to accompany any superior officer on tour, 
•except when a special visit to a society may be necessary. 

VOL. II 
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(Jo) Aliy disputos over ficcounts thOil) come to light he should try to 
settle on the spot. 

(1) Points arising out of an audit and requiring the immediate attention 
of the supervisor should be communicated to him forthwith. 


The Supervisor. 

The Supervisor will supervise. 

(а) He will inspect the society and keep it working according to rules 
and act and bye-laws. 

(б) He will supervise the work of the Secretary and Treasurer, 

(c) He will impart teaching to the society. 

(d) He will, if necessary, help in making the Qistbandr. 

(e) He will, if necessary, assist in the recoveries. 

(/) He will forward a list of demands, for the malring up of the Central 
Bank’s demand. 

(ff) He is responsible for the recovery of audit fee. 

(7t) He will prepare the annual statements. 

(i) He will, if necessary, help in any revision of the Register Had Qarza. 

(j) He will check the cash at etch visit and see generally that the- 
accounts are right, 

(Je) He will bo responsible for arbitration and execution proceedings. 

(l) He will see that defects pointed out by the Auditor or other Inspect- 
ing Officer are removed, and disputes settled. 

(m) He will hold a general meeting at each visit. 

(u) He will never handle societies’ moneys, 

(o) The Supervisor will do propaganda, according to instructions and 
local conditions, for all sorts of societies. 

(p) The Supervisor will do all other miscellaneous work, generally, that 
has not been definitely allotted to the audito)-. 


M. L. DARLING', 

Registrar, Co-operative Societies, 

Pu'njdb, Lahore.- 
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No. 16. 

Statement of evidence submitted by Mr. V. S. Bhide, Bar.-at-Law, 
Registrar, Co-operative Societies, Bombay Presidency, Poona. 


A copy* of the replies to the Questionnaire of the Bombay Provincial 
Banking Enquiry Committee is forwarded herewith for the information of 
your Committee. As most of the points connected with finance of agricul- 
ture and small industries in towns, so far as it concerns the co-operative 
movement, have been dealt with in that statement, no attempt to reply to 
these and other questions of general banking with which the co-operative 
depai-tment is not directly concerned is made in this statement. 


May be appointed by an Association of the joint stock banks in each 
Presidency. 

Whether the business of the bank is carried on according to Act and 
bank’s byelaws and whether the monthly, quarterly and annual balance- 
sheets and statements represent the true state of the bank’s financial posi- 
tion. They must be expert bankers and accountants. 'The cost may be 
met by a levy of fees from the banks concerned in proportion to the capital. 
The experience of co-operative banks makes it clear that even a, simple 
system of Government audit and inspection is of very great service in in- 
spiring confidence in the minds of the investing public. 

2. Yes. 


Loans for longer period than six months, particularly in the case of 
industrial banks, should be allowed and in the case of larger industrial 
enterprises, larger limits will be required. 

3. Yes. 

The word ‘ bank ’ may be carefully defined. The bank should have 
minimum limit of paid-up share capital and in its Articles of Association 
should provide restriction in the granting of loans and discounting paper.. 
It may definitely be provided that no managing director, secretary, 
inspector, manager or accountant, cashier or shroff should, without the 
special sanction of the Board, engage in any other banking or commercial 
business as principal or agent or act as broker or agent for sale or purchase 
of securities. 


The progress of co-operative banks, both central and urban, has been 
discussed at great length in the statement which I have submitted to 
the Provincial Enquiry Committee. Prom the point of view of encourag- 
ing thrift and attracting deposits, a remarkable measure of success has been 
achieved by these banks. T am not in favour of restricting the sphere of 
activities and operations' of co-operative banks in any way. 

6. Vide 3 above. 

9. Yes. Under the present system of commercial credit and banking 
facilities in the country there must be some source with power to issue 
credit to support solvent banks in times of monetary panic. 

11. Small depositors may be given protection and preference by legisla- 
tive measure. The banks’ deposits with a Eeserve Central Bank, if one is 
established, may be used for the purpose. 


I 2 


* Not printed. 
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The following scale of fees is laid dpwii for the different courses : — 

Ea. 16 . . for RurarSecretaries’ Course. 

,j 26 . . j, Urban Secretaries* „ 

„ 35 /. „ Supervisors’ - 

„ 40 . . „ Bank Inspectors’ „ 

The Rural and Urban , Secretaries’ Certifloate Examinations will be' 
held twice a year on the 8th October and the lltb March respectively,- 
Other examinations will be held once a year, only on the 11th March, 

Training for Co-operative Certificate Examination, Co-operative Diploma 
Examination and the Bank Officers’ Diploma Examination will ; be arranged 
for by the Provincial Co-operative Institute in English, 

To pass, a candidate must obtain ' 40 per cent, of the total marks in' 
each subject and in the viva voce examination, if any. ' Those of the candi- 
dates who obtain 60 per cent, or mere and 50 per cent, or more of the total 
marks in the examination will be placed in the First Class and Second Class- 
respectively. , , . 

In courses for Rural Secretaries’ and Urban Secretaries’ Certificate 
Examinations, a candidate obtaining 30 per cent, or more but less than 40 
percent, of the total marks in each subject will be given the Secretaries’ 
Junior Certificate, . .... 


c Courses oe Study. 

7 . — For Members of Managing Oommideea and the General Public, 

1^0 examination will be held for this course ; but District Institutes will 
arrange courses of lectures on the following subjects for them : — 

(i) Aims and Scope of the Co-operative Movement ; 

(ii) Types of Co-operative Societies ; 

(iii) Constitution and Working of aHural Credit Society.; 

(iv) Duties and responsibilities of Managing Committee members 

and of the members of a Society ; 

(v) Aims and Working of the Federal Institutions in the Move- 
ment. 


II. — Bural Secretaries' Certificate Examination, 

The Rural Secretaries’ Certificate Examination will be held in the 
vernacular at the appointed time and place every year. -Passing in any 
one of the following subjects ' will entitle a student to a card, but the 
certificate will be issued only on production of the pass cards for all the 
subjects. 
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Fee for the Examination is Bs. I; 


Candidates will be examined in the following subjects ; 

1. Co-operative Law . . . • • 1 Paper of 100 marks, 

(i) Co-operative Act and Rules. 

^ii) Constitution of the Rural Credit Society. 

2. Co-operative Accounts ^ . • • 1 Paper of 100 matks, 

'(i) Accounts of Rural Credit Society. 

{ii) Preparation'-of Annual Returns and Profit and Loss Account 
and Balance-Sheet. 

(iii) Long Term Credit. 

3. Non-Credit Co-operation and Federations . 1 Paper of 100 marks. 

(i) Elements of Non-Credit Co-operation. 

(a) Different Types of Non-Credit Societies and how they can be 
worked. 

■ (6) Bye-laws and working of Sale Societies. 

(ii) Federal Institutions : 

(а) For finance ; 

The District Central Bank, its main Bye-laws and working. 

The Provincial Co-operative Bank, its main bye-laws and 
working. 

(б) For Supervision and Propaganda ; 

The Supervising Union, its bye-laws and working. 

The District, Divisional and Provincial Institutes, their bye-laws 
and working. 


Books Recommended. 


1. Sahakari Kayada. 

2. Vernacular translation of the Primer of Co-operation. 

3. Kanarese translation of Bombay Co-operative Act. 

4. Sahakari Pat Pedhi. 

b. ,, Sarafi Mandli by R. N. Trivedi, 
fi. Hisabi Paddhati by Gopalrao Mehta, 

7. Jama Kharch Paddhati by Mr. Joshi. 
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III. — Supervisors’’ Diploma Examination. 

A written examination will be held in the vernacular at the appointed 
time and place every year. There will also be a viva voce test (carrying 
200 marks.) Passing in any one of the following subjects udll entitle a 
student to a card but the Diploma will be issued on production of pass 
cards for all the subjects and also of the Rural Secretaries’ Certificate 
and after the candidate has undergone practical training for six months 
(see Supplement). Exemption from production of the Ceitificate for 
having passed the Rural Secretaries’ Certificate Examination may be granted 
by the Central Education Board under special circumstances. 

No student will be permitted to appear for the examination unless he 
has attended at least three-fourths of the total number of lectures arranged 
'by the Institute at any one of the following four centres : — 

Hyderabad (Sind), 

Surat, 

Poona, and 
Dharwar. 

Exemption from attendance at the lectures may be granted under 
•special circumstances at the discretion of the Central Education Board. 


Eee for the Examination is Rs. 3. 

Candidates will be examined in the following subjects : — 

1. Co-operative Law , . . . .1 Paper of 100 marks. 

Co-operative Societies Act, Rules and Bye-laws. 

2. Principles and Practice of Co-operation . 1 Paper of 100 marks. 

General Principles of co-operative organisation ; forms of co-operative 
organisation ; co-operation as a remedy for rural stagnation ; 
village economics in India ; origin of co-operative movement in 
India ; its history and growth ; credit and non-credit co-opera- 
tion. 

3. Accounts and Elements of Auditing , . 1 Paper of 100 marks. 

Elements of book-keeping ; accounts of co-operative societies ; 
preparation of balance sheet ; profit and loss and other state- 
ments ; simple hints on banking procedure ; methods of audit. 

4. Organisation, Management and Supervision of Societies. 

1 Paper of 100 marks. 

<Organisation and constitution of a typical primary credit society ; 
system of management and working ; assessment of credit- 
worthiness ; relation with central federations for finance and for 
propaganda ; duties and responsibilities of inspectors and super- 
visors . 
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lY—Banh Inspectors' Certificate Examination. 

The examination will be held in vernacular at the appointed time and 
place every year. Cards will be issued to candidates passing either of the 
following subjects but to entitle him to the certificate the candidate must 
have passed the Secretaries’ Certificate Examination and in all the subjects 
in the Supervisors’ Diploma Examination. 

He must have also put in six months’ service in a banking institution 
and paid visits to (i) The provincial co-operative bank, (ii) a branch of 
the bank, and (iii) one of the following four banks : {a) Poona District 
Central Bank, {b) Surat District Central Bank, (c) Karnatak Central Bank, 
or {d) Sind Central Bank. 

Fee for the examination is Rs. 5. 

Candidates will be examined in the following subjects 

1. Elements of Banking Accounts . . 1 Paper of 100 marlcs. 

Bank Accounts ; Accounts of Urban and Central Banks; Prepara- 
tion of Quarterl 3 ’^ Financial Statements and other accounts. 

2. Long Term Credit (Higher course) and Elements of Rural Econo- 

mics ...... 1 Papers of 100 marks. 

(а) Financial Needs of Agriculturists ; Basis of distinction between 

Long Terra Credit and Short Term Credit ; Objects of Long 
Term Credit ; Nature of Security ; Tagai System, Redemption 
of Mortgaged Land or x'epayment of prior debts ; Land Mortgage 
Banks , Slate Aid. 

(б) Factors of Production ; Agricultural Organisation ; Distribution ; 

Marketing ; Production ; Effects of Prices on Production ; 
Problem of Rural Indebtedness. 

Books Recommended. 

1. Sarafi V^^avahar by Rao Saheb V. C. Jadav. 

2. Bank and Bank Vyavahar by G. K. Bhopatkar. 

V. — Urban Secretaries' Certificate Examination. 

The Urban Secretaries’ Certificate Examination will be held in the 
Vernacular at the appointed time and place every year. Passing in any one 
of the following subjects will entitle a student to a card ; but the certificate 
will be issued on production of pass cards for all the subjects. 

Fee for the examination is Rs. 2. 

Candidates will be examined in the following subject : — 

1. Co-operative Law 1 Paper of 100 marks. 

(i) Co-operative Act and Rules. 

(ii) Constitution of Urban Credit Society. 

2. Co-operative Accounts . . ... 1 Paper of 100 marks. 

(i) Accounts of Urban Society. 

(n) Preparation of Annual Returns, Profit and Loss Account and 
i3a.laiice-ShG6t. 
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3. Non-Credit Co-operation and Federations . I Paper of 100 marks.. 

(i) Elements of Non-Credit Co-operation, 

(ii) Federal Institutions. 

(cf.) For Finance ; 

The District Central Bank. 

' The Provincial Co-operative Bank, 

(b) For Supervision and Propaganda : 

The District, Divisional and Provincial Institutes. 

Notk. — The Clauses in the above about the medium of examinations 
should bo modified as follows : — 

The papers for examinations II and V will be set in vernacular. 

Papers for examinations III and IV will be set in English and the- 
answers thereof may be replied in English or vernacular. 


VI. — Co-operative Certificate Examination. 

The Co-operative Certificate Examination will be held in English at 
the headquarters of the Divisional Institutes on the appointed date every 
year. Cards will be issued for passing in_ either of the two subjects, but a 
certificate will be awarded on production of pass cards for both the- 
subjects. 

Fee for the examination is Rs. 4. 

Candidates will be examined in the following subjects : — 

1. Co-operative Act, Rules and Bye-laws. 1 Paper of 100 marks. 

2. Theoryand Practice of Co-operation. 1 Paper of 100 marks. 

Books Recommended. 

1. Law and Principiles of Co-operation in India by H. Calvert. 

2. Introduction to Co-operative Movement in India by C. F.'. 

Strickland. 

3. Report of the Committee on Co-operation in India, 1915. 

4. Co-operation in Germany and Italy by M. L. Darling. 

5. Statistics relating to the Progress cf Co-operative Movement 

in India. 

6. Latest Report of the Registrar, Co-operative Societies for the- 

, Bombay Presidency. 

7. Corresponding Leaflets. of the Registrar’s Department. 

8. Bombay Co-operative Societies’ Act. 

9. Rules under Co-operative Societies’ Act. 

VII. — Co-operative Diploma Examination. 

The Co-operative Diploma Examination will be held in English at 
Bombay on the appointed date every, year. The Diploma will be awarded 
to candidates passing in any one of the following subjects on production 
of the certificate for the Co-operative Certificate Examination, 



Fee for the examination is Rs. iO. 

'■■Candidates will be examined in the following subjects : 

1. Co-operative Credit , . • • 2 Papers of 100 marks each. 

(i) Agricultural Credit. 

(ii) Co-operative Banking. 

-2. Co-operative Production and Distribution (Urban). 

2 Papers of 100 marks each, 

(i) Consumers’ Co-operation and Co-operative Housing. 

(ii) Producers’ Co-operation. 

"3 Co-operative Production and Distribution (Rural). 

2 Papers of 100 marks each. 

“(i) Agricultural Marketing. 

(ii) Agricultural Non-Credit Organisation. 

Books Recommended. 

"*1. People’s Banks by H. W. Wolff. 

'2. Co-operative Movement by V. S. Subbaiya and V. L. Mehta. 

'3. Co-operative Banking by H, W. Wolff. 

4. Elements of Banking by Macleod. 

•5. The Country Banker by G. Rae. 

6. Co-operation in Agriculture by H. W. Wolff. 

‘7. Report on Agricultural Credit and Agricultural Co-operation in 
Germany by J. R. Cahill. 

'8. Agricultural Organisation, its rise, principles and practice abroad 
and at Home by Edwin A. Pratt. 

9. Rural Economy in the Bombay Deccan by C. Keatinge, 

TO. Consumers’ Co-operation by Albert Sonnechsen. 

11. Industrial Co-operation by Miss Catherine Webb. 

12. Co-operation at Home and Abroad by C. R. Fay. 

13. Co-operative Movement in Great Britain by Beatrice Potter. 

14. Women’s Co-operative Guild by M. Llewelyn Davies. 

Do. by Margaret Davies. 

15. Distributing Co-operative Societies by F, J. Snell. 

16. How to start Co-operative Stores by J. C. Gray. 

17. Working Men Co-operators by A. H. D. Acland & B. Jones. 

18. Consumers’ Co-operation by Sidney and Beatrice Webb. 

19. Consumers’ Movement by Prof. Charles Gide. 

20. Co-operative Industry by Ernest Aves. 

21. Co-operative Production by Benjamin Jones. 

22. Impressions of Co-operation in Franee and Italy by Otto Rothfeld. 

23. Co-partnership and Profit-sharing by Aneurin Williams. 

24. Study No. 10 in Indian Co-operative Studies by R. B. Ewbank. 

26. Bombay Town Planning Act. 
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Vlll- — Banks Offic2rs’ Bipl&ina Examinaiion. 

The Bank OfiScere’ Diploma Examination will he held in English at 
Bombay on the appointed date every year. Cards will be issued for pass- 
ing in any of the following subjects but the Diploma will be award^ on 
production of pass cards for all the following subjects and the certificate 
for the Co-operative Certificate Examination. 

Eee for the examination is Rs. 10. 

Candidates will be examined in the following subjects ; — 

1. Co-operative Banking . . . 1 Paper of 100 marks. 

^i) Banking Law and Practice. 

Banking Practice ; J oint Stock and Co-operative Banks ; 
Constitution and Management of Co-operative Banks, 
Central and Urban ; Bank advances including assessment 
of Credit in Co-operative Banking ; Valuation and Scrutiny 
'of Security ; Nature of Security ; Periods and Objects of 
Loan : Rate of Interest ; Deposit Banking ; Debentures ; 
Payments of Cheques and collection of Bills, Cheques and 
Hundis. 

i(ii) Co-operative Banking, History and Problems. 

1 Paper of 100 marks. 

2. Banking Accounts and Office Management. 

1 Paper of 100 marks. 

5. Agricultural Supply and Marketing . . 1 Paper of 100 marks. 

Books Recommended. 

1. Banking Law and Practice in India by M, L. Tannan. 

2. Bank Organisation, Management and Accounts by J. F. Davies. 

3. People’s Banks by H. W. Wolff. 
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No. 17. 

Letter from the Secretary, Indian Provincial Co-operative Banks’ Asso- 
ciation, Patna, No. 395, dated the 22nd May 1930. 

With reference to your letter No. 1102, dated tlie 14th February, 1980,. 
I have the honour to re-submit the memorandum of the Indian Provincial 
Co-operative Banks’ Association after suitable alterations as suggested by 
the President, Mr. Pamdas Pantulu. 


Agriculture may he classed as the greatest and the most important 
industry in India at present. According to Ihe census report for the year 
1921 the total population of India, including Indian States aJtd Burma, 
was 319 millions. Out of this number 33 millions only lived in towns and 
die remaining 286 millions lived in villages mainly depending on agriculture 
or on industries allied to agriculture. The country at present is overwhelm- 
ingly agrarian in character and, though varied industrial development is 
desirable, credit facilities for the production and marketing of the agricnl- 
turai produce of the country arc of very great importance at pre.senfc. 

Agriculture is the basic industry, which produces raw materials for 
several major industries. Commercial crops have replaced food crops in 
man3>- localities and food crops have been commercialised evei'ywhere. 
The method oCf marketiug agricultural produce have undergone vast 
changes and abundant and easy credit is now required in the process. 

The existing banldng organisation in the country is imsuitcd to supply 
the capital and credit required for the agrcuultural industry. The banking 
system of the country is confined only to commercial banking and an orga- 
nised system of rural credit, now obtaining in many of the dominions like 
South Africa, Australia and New Xealand where the main function of these 
credit institutions is to finance agriculture and discount agricultural paper, 
is conspicuous by its absence in tliis country. Tliere is no co-ordination 
among the various credit agencies including tlie Government and. without 
a Central Reserve Bank in tlie Country, a satisfactorv co-ordination among 
the existing banking agencies does not appear to he practicable. 

Till a Central Reserve Bank is established in the country,.' the assistance 
wh'ch the joint stock banks, including the Imperial Bank of India, can 
render to agricultural finance is by way of discounting agricultural paper 
and by strengthening the existing provision for overdrafts to co-operative 
banks on the backinor of approved promissory notes of central banks and 
primary societies. The existing arrangements for this purpose are far 
from satisfactoiy. In l^mbay Rresidency, a number of co-operative banks, 
including the Bombay rrovincial Co-operative Bank, keep short term' 
deposits with exchange banks. The exchange banks, however, do not 
allow even inter-bank call money to the Bombay Provincial Bank without 
asking for security, although between themselves they lend without security, 
as the Indian joint stock banks and the Provincial banks do among .them- 
selves. The Imperial Bank of India has recently stopped the cash credit 
which since the year 1917 it allowed to the Bombay Provincial Bank on 
the security of the demand promissory notes of societies. The Imperial 
Bank is also said to be unwilling to give advances to the Bombav Provincial 
Bank on the security of Goveimment paper. , The reason advanced for the 
latter refusal is that the Bombay Provincial Bank has created a floating 
charge on its general assets in favour of its debenture holders in view of 
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which charge the Imperial Bank's position would, not be secure. An in- 
explicable point in this eonneotion is the fact that the debentures of the 
Bombay Provincial Bank came into existence simultaneously with the 
organisation of that banlv itself in the \eai 1914 and a floating charge on 
its assets was created since that date. This consideration, however” did 
not V, cigh with the then Bank of Bombay when it first granted cash credits 
to the Bombay Provincial Bank in the year 1917. These credits were 
subsequently continued for a period of nearly 10 j’ears by the Imueriai 
Bank of India when also the question was not considered to be of sufficient 
importance for the step which has now been taken. In Bombaj- Presidency 
tlie Imperial Bank of India is said to be umyilling at present to freely 
allow cash credits even against Government securities, to central co- 
operative banks, at its local branches, on the ground that the central 
banks do not operate on tiieir cash credit accounts but treat them as fluid 
resources. 

In Madras Presidency the Imperial Bank of India has recently with- 
drawn tlie existing cash credit facilities granted bj it to co-operative banks 
on the backing of co-operative paper, demand promissory notes of co- 
operative banks and primary societies. The Iiuperial Bank of India in 
[Madras has given 5 years time to co-operative banks, enjoying such cash 
credits, to replace the demand promissory' notes of co-operative banks 
and societies by gilt-edged securities au tlie rate or 20 per cent, of the total 
per annum, so that at the end of a period of 5 years all existing collateral 
securities may be replaced by Government paper. 

The total credits granted by the Imperial Bank of India to co-operative 
banks in British India on 31st Becember, 1928 were estimated at 
Its. 2,66,40,000, out of which, credits oggregacin" to Rs. 1 ,93,48,000 were 
against Government and other securities and credits of Rs. 72,92,000 were 
against demand promissory notes of co-operatrve banks and soc’eties. 
Out of the credits of Rs. 72,92,000 granted to co-operative banks against 
the demand promissory notes of co-operative banks and societies, credits 
of Rs. 54.16,000 were granted in the .Presidency of Madras and the balance 
of Rs. 18.76,000 were distributed in 6 other Piovinces of the country. 
The system of advances against co-operative paper was, therefore, very 
important in Madras till it was suddenly stopped by the Imperial Banlc 
-of India last year. 

Prom the instances quoted above, the reasons for the present disinclina- 
tion of the Imperial Bank to freely grant cash credits to co-operative banks 
iippear to be as follows : — 

1. The co-operative banks have been competing with the Imperial 

Bank of India and with other joint; stock banks in certain 
spheres of banking specially in the matter of buying and selling 
of remittances ftt places where they" have got offices. 

2. The co-operalive banks have been accustomed to utilise the cash 

credits granted by the Imperial Bank as fluid resources. 

3. The demand promissory notes of primary societies and central 

co-operative banks "do not constitute the most eligible form 
of security against .advances by the Imperial Bank. 

With regard to the competition of co-operative hanks with the Imperial 
Bardc and joint stock banks in the matter of commercial business, tlie co- 
'Operative banks, if necessaiy, are prepared to give an undertaking that no 
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business of buying and selling of remittances uill be transacted by them 
at centres where the Imperial Bank of India has brancnes. If the co- 
operative banks are required to give such a guarantee, their expansion and 
usefulness will receive a serious check. In the matter of places where 
the Imperial Bank has no branches, it will be ad%isable to encouiage the 
co-operative banks to undertake the business of buying and selling re- 
mittances in order that proper remittance facilities may be available to 
merchants and traders as well as to the people at those places. 


With regard to the necessity of providing adequate fluid resources for 
the movement which is expanding rapidly, it will not be an easy matter 
for co-operative banks to have adequate fluid resources without the support 
and assistance they have received so far from the Imperial Bank of India. 
The margin between the rates at which co-operative banks borrow and 
lend are very small, and the tendency is towards a further decrease in 
this margin. This tendency of smaller margins for co-operative banks, vdth 
the expansion and progi-es\ of the movement, is also visible in western 
countries and appears to be inevitable in India. If the co-operative banks 
are compelled to maintain adequate fluid resources and to be self-contained 
and self-supporting, this can only be achieved by increasing the rates on 
loans to primary societies and ultimately lo the members of these societies. 
In view of the general decrease in Wahajani rates in villages where co- 
operative banks have been established, it is doubtful whether rates on 
loans to members can be successfully increased at the present stage of the 
movement in the country. E-^en if a slight increase in the lending rate to 
members of societies was possible, it ’s certainly not desirable. 


With regard to the fluidity of the demand promissory notes of central 
banks and societies, it cannot be denied that a certain amount of rigidity 
exists in co-operative paper. Agricultural paper cannot, by its very nature, 
be as liquid as ordinary trade bills. At the same time it cannot be denied 
that there is unimpeachable security of land behind the agricultural paper 
and subsequently there is very little risk of the money being lost. Ero'm 
the figures given above the total cash credits granted by the Imperial .Bank 
against agricultural paper in the country do not exceed Rs. 72,92.000 and, 
having regard to the large resources of the Impenal Bank of Indi.a. and 
assuming that agricultural paper does not conform to the standard of eligi- 
bility acceptable to the Imperial Bank, the business of the Imperial Bank 
is not likely to be in the slightest degree affected because its advances under 
this type of secuvicy are very limited in comparison to its vast resources. 
So far there has not been a single instance of default on the part of any 
central bank in meeting its obligations. Besides, the only way in which 
agi-icultural paper available at co-operative banks can be niadc convertible 
and marketable is by making it acceptable to the Imperial Bank as a 
collateral security against advances to co-operative banks. Co-operative 
banking is governed by the same basic laws of finance as ordinaiy banking. 
Co-operative banldng is also under the special disability of nossessing as secu- 
rity for its loans, only the pro-notes of primary societies,' which are incap- 
able of being converted into cash in the market. The co-operative banks 
have, therefore, a claim upon the Imperial Bank and the State for a certain 
amount of financial concession. If agriculture is to be financed adequatelv 
and if it IS conceded^ that co-operative credit societies are the most suitable 
agencies for dispensing such credits, this obiect can be achieved onlv bv 
affording a certain amount of accommodation to these credit .societies on 
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the backing of tlicir paper. _ The paper must of course be short dated andl 
otherwise, subject to conditions which ensure itb easy realisation. A. few!r 
such conditions are suggested below: — 

1. The cash credits granted against demand promissory notes to co- 
operative banks should be utilised only as fluid resources to cover dbposits- 
or as short term loans repayable within a year. 

2. The lirnit of credit panted against agricultural paper by the Imperial 
Bank of India may be limited to the owned capital of the co-operative 
bank to which it is granted- 

3. The total value of promissory notes of primary societies deposited 
as collateral security wdth the Imperial Bank should be in excess of the 
cash credit limits sanctioned by at least 33 per cent, 

4. The promissory notes deposited in the Imperial Banlc of India as. 
collateral securities may be previously approved by the Assistant Registrar 
or the Registrar and every year renewed. 

5. If the value of any promissory note deposited as collateral security 
is repaid during the year of the credit, the co-operative bank to which 
credit is granted against this security should agree to replace it by another 
pro-note duly approved by the Assistant Registrar or the Registrar. 

The financing of jute, cotton, oil-seeds and gi’ain for export, is mainly 
done by mercantile houses having agents and branches thx-oughout the 
countiy and controlled by Europeans. The system adopted is either to 
pui’chase, through their agents and branches, these commodities in the 
local markets, or to advance money to the producer against his crop before 
harvest, fix the price of the produce far in advance, and to move the crop 
to sliipping ports, wdien ready. The mercantile houses generally utilise 
their owm capital in the process but in case any financial accommodation 
is required by them, the exchange banks as w'ell as the Imperial Bank 
make them necessary advances against goods in stock at ports. 

Einancial assistance is being given to producers by the co-operative 
movement in the earlier stages of production in all provinces, and in the 
marketing of the produce in some provinces. In the Bombay Presidency, 
the Provincial Bank jxossesses a netw'ork of branches distributed through- 
out its area of opeiation. and maintains several shops in conjunction wdth 
such branches for marketing jaggery and cotton produced by tlie members. 
of societies affiliated to these branches. There are also several independent 
cotton sale societies functioning successfully in that Presidency. In Bengal, 
several societies for the cn-operntive marketing of jutn belonging to mem- 
bers, have recently been organised, and have so far been functioning success- 
fully. Ihe success so far achieved in co-operative marketing is conspicu- 
ous only w'here commercial crops like jute, cotton, jaggery, and oil-seeds, 
are concerned. Co-operative marketing of grain has not been so' successful 
any W'here as to attract attention. The success which has attended these 
efforts at co-operative marketing in some centres gives ground, for hope- 
that if after mature consideration similar attempts were made elsexvhere, 
they wdll meet wdth success. The e.vperience gained from the w'orking 
of these organisations in all pai'ts of t,hs country indicates, that w'here the 
services of a central agency Avhich could co-ordinate the efforts, keep- 
the local organisations in touch wdth the fluctuations and trend of the 
central markets, and connect them wdlli purchasers and consumers are- 
available, the local co-operative organisations function successfully. The- 
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>co-operative inarlcetiug agencies clei-ive finance fi’om co-operative banks, 
■and the members have so far not experienced any difficulty with regard 
to credit facilities for the production aud marketing of their produce. How- 
ever, the recent decision of the Imperial Bank of India not to accept co- 
operative paper as collateral security must greatly emban-ass the co-opera- 
tive uiovcinent in the matter of financing co-operative marketing. 

The efforts made at co-operative marketmg of agidcultural produce are 
still very limited, and in order that these efforts may be more extensive 
and successful, adequate facilities for financing produce are needed. The 
time has not yet come when the existing financial facilities granted to the 
movement could be curtailed. When co-operative organisations for the 
sale of agricultural produce become more numerous, it will be possible to 
introduce trade and accommodation bills in the movement and thus impart 
the much needed liquidity to co-operative finance. Till this stage is 
reached, the existing financial facilities, whereby advances can be obtained 
-against demand pro-notes of central banks and societies, can be curtailed, 
-only at the ultimate disadvantage of the poor peasant. 

The rates charged by the Provincial banks, on advances to their 
affiliated central banlvS, vary in the different provinces of the country, 
due to various causes. In Bengal and (Central Provinces, the most usual 
rate is between 7 per cent, to 8 per cent, per annum, in the Punjab 
it is 7 per cent, and in Madras and Bihar and Oiissa, it is 6 per cent, 
per annum. The lending rates of central banks to primary societies 
also vary in different provinces. In Bombay, Madras and the Punjab 
the usual lending rate to societies is between 7 per ^ cent, to 9 per 
cent, per annum, in the Central Provinces and Bengal the rate is per 
•cent, to 11 per cent, per annum, and in Bihar and Orissa and United 
Provinces the rate is 12 per cent, per annum. These variations in the 
lending rates of Provincial banks to ccniral banks in different provinces 
are due, either to the different monetary conditions of the places seiwed by 
the Provincial banks or to the latter’s inability to raise the required money 
at a lower rate, due either to the rapid exiiansion of the movement or to 
its recent organisation. The variafons in the lending rales of central 
banks to primary societies in different provinces are greater than the 
t’ariations in the lending rates of the uj.ex banks to central banks, due 
partly io causes enumerated above, but mainly to the different functions 
discharged by the central banks of different provinces, and the extent to 
which Stale help for audit, supervision and propaganda is available or has 
1o be borne by them. The rates at whhh funds are available to primaiy 
societies in a majority of the provinces are si ill fairly high. Although 
funds are lent out by primary societies to members in all proyinccs at 
appreciable lower rates than those charged by local Mahajans, experience 
lias shown that agriculture cannot be a profitable industry, unless rates 
charged on advances for the pui-pose, with the removal of other causes, 
arc also appreciably lower than those charged, at present. A serious effort 
ns, therefore, needed to explore all possibilities of maldng additional financial 
assistance available to the movement at a. cheaper rate, .-with a view to make 
this premier industrv of Ihe countiT a paying proposition, to provide an 
occupation to the literate classes, to diminish unemployment, to impart 
uniforrnity of interest rates in different provinces, and to connect the 
central money market with the remotest village of the country through 
•the co-operative bank. At present, no connection is visible between the 
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prevailing IBank Eate and the prevailing {market rates for funds, in mofussil 
towns and villages of the country, because the connection between the 
Imperial Bank, the Indian joint stock banks, the co-operative hanks, and 
'ihe indigenous bankers is neither well established nor enduring. 

Financing of Foreign Trade. 

With a total population of 319 million inhabitants, the country possesses 
•only 89 towns containing a population of 12 millions. These towns indivi- 
dually contain a population of 50,000 and above, and a majority of them 
j'ossess the required banking facilities. The remaining population live in. 
small to^vns and villages, only a very limited nulmber of which possess 
adequate banking facilities. 

The Indian agriculturist sells his produce partly to his money lender 
and partly to merchants at the nearest market place. In mofussil towns 
these merchants generally act as agents of big merchants, residing in com- 
mercial hities, from whom they obtain the required financial assistance, 
when necessary. In some cases, the commercial houses purchase the 
agricultural produce, even before the crops are ready, through their local 
agents by foitmal contracts. There is no system cf marketing the produce 
by producers themselves anywhere in the country. Co-operative marketing 
of gi’ains and other food crops has not been tried to any appreciable extent 
anywhere, but co-operative marketing of commercial crop's, especially 
cotton and jute, has been successfully tried in Bombay and Bengal respec- 
lively. 

There is some similarity betw'een the grain golas of Behar and the system 
of licensed warehouses in America. The grain golas of Behar store and 
grade the produce and sell it in the market on behalf of their customers 
on commission. The gi’ain golas are generally managed by their proprietors 
nut of their own resources, and ai’e on a limited scale. 

The credit instrument largely in use in mofussil towns, for inland as 
well as foreign trade is the hundi. In big towns bills of exchange are also 
■used in addition to hundis. The merchants obtain the required advances 
against these investments either from joint stock banks or from indigenous 
bankers. The discount charged by banks and banlvcrs for such bills and 
hundis vary in different parts ol the country and in accordance with the 
monetary conditions of the different seasons of the year. 

In the case of foreign trade, the banlring facilities existing are provided 
by powerful exchange banks, and are ample, but the facilities for financing 
the internal trade of the countiy are very limited due to the lack of banking 
facilities in knofussil towns. 

The required banking facilities can be iinmediaiely provided if joint stock 
banks open more branches. Branch banking in centres of petty trade, 
however, cannot be profitable. Besides, branches of big commercial 
banljs, as experience has sho'vm, have so far succeeded only in drawing 
out money from centres where they are opened for use in big commercial 
centres, where their head offices are situated. The branches of big com- 
mercial banks generally cater to the needs of fairly big constituents and by 
their veiw nature are not suitable for the needs of petty traders and artisans 
who constitute a large part of the trading communitv of small mofussil 
towns and market places. The Imperial Bank of India, "with the hel'D it 
recei'ves from Government, has succeeded in providing banking facilities 
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on^v in important mo.'assil centres of commerce and industries. The joint, 
stock banks have been still less successful in the matter of branches. By 
giving encouragement to the organisation of small, independent banks and 
capitalist banking firms, the required banking facilities in minor trading 
centres can be provided, connecting these centres with the central money 
market of the country. The defects of this systekn, however, arc that 
individually these institutions must remain financially weak, their activities 
cannot he ' controlled, and without proper control they cannot succeed in 
inspiring the necessary confidence, and gradually degenerate into soulless 
Mahajans. As their sphere of operations cannot he restricted, rivalry for 
business and competition for deposits between them, may lead' to abuses 
and high rates on deposits. In Bengal there are GOO loan offices distributed 
throughout the Presidency and the rate of interest allowed on deposits ih 
the mofussil towns in Bengal is fairly high, in comparison with the rates- 
allowed on deposits in onofussil towns in Bombay and Bihar and Orissa. 

The only proper solution considering the state of the trade of the country 
in mofussil towns is the organisation of Peoples’ Co-operative Banks in 
such areas under the Co-operative Societies Act. These institutions can ■ 
attract l;he savings of small men and employ them locally. A machinery 
exists whereby their activities can be controlled' by Government, technical 
advice and guidance is also available to them ivhenever needed together 
with funds from tlie existing credit institutions wlthm the movement, and 
their activities can be restricted to particular areas thus eliminating the 
possibility of any unhealthy rivalry or competition Between two co-opdrative 
hanks. These institutions can also successfully connect the mofus.sil towns- 
with the central money markets through the well organised system of co- 
operative credit, if their number is increased, the restrictions imposed on 
them are removed, and they are oi'ganised on a sufficiently large scale, to 
enable them to engage the seiwices of trained assistants. Peoples Co- 
operative Banks are not necessarily meant for small people only. The 
functions of such banks should be to provide financial assistance to small 
and big trader's and ai-tisans within their areas of operation and also to 
provide cheap remittance facilities. 


Regulation of Vanlcing. 


It is necessary that the audit and examination of hank accounts should 
he done by examiners duly qualified and np])oin(ed for the purpose. They 
should appraise the financial position of the banks, the correctness of the 
fluid resources held by them and the reasonableness of tire reserves set- 
aside by them every year from profits. The word "Bank” should be 
strietK limited to institutions doing not rnerclv money-lending brrt all kinds 

of banking business, i.c., accepting deposits and discounting'" bills, hundis, 
etc. 


imreign banks doing banking business in Indi.a should iruhlisli periodical 
reports and I'etrrvns relatine: to their transactions in the country. The 
Dalance sheets issrred by the head offices of these banks situated outside 
the country do not give this infoi'mation separately. 

. subscribed and authorised capital hr all banks carrying on business 

nr incha rnust have a definite relationship with the paid-up capital, before 
a bank rs permitted to star-t work, must also have n definite relationship- 
to Its subscribed capital. The former shouhX not ordinarily be less than 
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one-half of the latter. With regard to the appropriation of profits, it :.s 
necessary that a minimum contribution to the reserve fund should be 
prescribed for joint stoclc banlcs ns has been done for co-operative braiks. 
jt IS very necessaiy that Indian joint stock banks be protected by legisla- 
ture against the unjust attacks by critics. 

Co-operative banking in an agricultural country like India must piay 
an increasingly important part, and the q^uestion for a long time to come 
shah, have to be. what further privileges and concessions could usefully 
be given to co-operative banks and societies, in bbo interests of the banking 
development of the country. The co-operative banks, under letter 
No. 1244 A. G-. E., dated the 29th September 1924, from the Secretai’y, 
to the Grovernment of India in the Department of Education, to the Pro- 
vincial Governments, are forbidden from doing any exchange business- 
Co-operative banks are generally far removed from all centres of extensive 
business and trade, and have entirely to rely on the local Government 
Treasuries for remittances of funds from and to ihe Provincial centres. In 
the above letter Government “make it clear that the buying and selling 
of remittances is not consistent ufith the principles of co-operative banking 
and that this concession of a free remittance of funds by R, T. Es. is not 
made to co-operative Panks to enable them to carry on a commission 
business.” It is, therefore, suggested that auditors of co-operative societies 
should be instructed to check such' transactions which come to their notice 
and reuort them to the Registrar. It is further suggested that, if anji 
local Government considers it necessary to impose a maximum limit on 
the daily issue of E. T. Es. at par to co-operative banks, with a view to 
check any tendency to abuse the privilege, the Government of India will 
have no objection to the imposition of such local restrictions as are consi- 
dered necessary. The above instructions were issued with a view to pre- 
vent the co-operative banks from comparing witii the Imperial Bank of 
India in a section of banking which the latter has chosen to consider its 
exclusive privilege. The object of the latter could have been achieved, 
if the restriction imposed was confined to co-operative banks situated in 
centres where a branch of the Imperial Bank of India is in existence. By 
extending its application to all provinces and to all co-operative banks 
which are situated in small towns in the mofussil, where these are the only 
banks in existence or which can he profitably organised, a serious check 
has been put on the development of remittance facilities and banking habits 
in the rural areas of the countrju 

Exchange business is a perfectly legitimate business for co-operative 
banks and societies to undertake. To deny thorn this liberty is to take 
a very nniTow view of the functions of co-operative banks. Freedom for 
co-operative banks to do exchange business will mean a considerable saving 
in the expense and risk involved in the transfer of fimds fi'om mofussiLsub- 
Treasuries and Treasuries to the branches of the Imperial Bank of India 
.and vice versa. As is well-known, the annual seasonal stringency in tb© 
money market commences with ilie movement of crops at the end of the 
monsoon. Generally speaking the stringency synchronises with the collec- 
tion of land revenue by Government. The land revenue so collected 
accumulates in Government Treasuries without any outlet whereby it could 
bo made available for the finance of local trade. The agriculturist at the 
same time markets bis produce and the merchants re()uire money in 
mofussil toums for its purchase. At this time of the year the Government 
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,The telegram charges may be Es. 3 or Es. 2 according as the prersoiL 
desires to transfer by an express or ein ordinaiy telegram. When Govern- 
ment have ali-eady been pleased to confer the ])nvilege of free E. T. Es. to. 
co-operative banks, the concession asked for in the proposal for the issue 
at par of supply bills and telegraphic transfers will not be considered to be 
excessive. > 

The present method of issuing cash orders at par in lieu of E. T. Es. 
from Treasuries on sub-Tz*easuries increase the delay in the transfer of 
funds from one co-operative bank to another. Ir, is a serious mailer for' 
consideration whether E. T. Es. cannot now be issued direct between sub- 
Treasuries or between a sub-Treasury under one Treasury and another 
Treasury. Another matter for consideration is the extern, to which facilk 
'ties for the encashment, at sub-Treasuries and local branches of the Im- 
jzerial Bank, of cheques drawn by central banks against the Provincial 
bank, can be given. Without this facility it is difficult to cany on bank- 
ing transactions at co-ojrerative banks situated in mofussil towns. In 
order to provide suitable safeguards for Government and the Impei’iai 
Bank, an undertaking can be demanded from the Provincial banks to 
honour on presentation of cheques drawn by their central banks and a suit- 
able security can also be arranged and lodged for this purpose. The exten- 
sion of this facility to co-ojjerative banks will mean neither anv rislc nor 
anv loss of interest to Government. The burden of providing banking facili- 
ties in small mofussil towns, due to the peculiar condition of the country, 
is very heavy on co-operative banks and when sirong institutions like the 
Imperial Bank of India enjoy the privilege of having a free use of large 
Government balances, it is not too much to ask for the above facility for 
the transfer of funds through Government Treasuries in favour of co^ 
operative banks. 

The problem of long term capital required Cor the movement has not 
yet received the serious attention it deserves. It has been suggested that 
separate land mortgage banks should be started for the purpose, but. for 
redeeming the debts of the existing members of existing societies and 
jrrauting them loans for improvements in land, long term capital is required 
in all provinces. In Bombay and the Punjab this question has been 
partlv solved by floating debentures with interest on the!m guaranteed by 
Government. In Bombay when the debentures were floated, the market 
conditions were very favourable to the issue of such debenturp=: vith t^c 
result, that they have been partly floated at the ^rate of 4 per cent, per 
annum. In the Punjab when the idea of floating debentures was put into 
execution, the market conditions were not so favourable vith the result 
that a rate of 6 per, cent, per annum had to be paid on these debentures. 
In Madras an attempt was made two year? ago to float debentures re- 
payable in 20 years without Government guarantee and the experiment 
‘succeeded. The other Provincial hanlis of India are not as ' favourably 
situated as the Provincial Bank at Madras and even if an attempt to float 
long term debentures udthout Govemme-nt guarantee of interest on them 
is made, the experiment is not likelv to he successful everywhere The 
Eoyal Commission on Aarxulture in India in discussing the form of State- 
aid rf'f’ommended that the most suitable, form in wh’ch State-aid can be 
granted to the co-operative movement, is to nuarantec interest nu dob'''u- 
tures issued repayable in 20 or 30 years with a view to provide tiie much 
needed long term capital for the movement at -a reasonably low rate of 
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The relations of the proviiicial co-operative banks with the Imperial 
Bank of India which acts ns the State bank of the country as described 
previously are unhappily not very satisfactory in some of the major pro- 
vinces of India and they are not unifoitm anywhere. The conditions under 
which cash credits are granted by the Imperial Bank of India to Provincial 
banks vary in different provinces. In Bombay before tlie cash credits 
were suspended, whenever anj^ requisition was made by the Provincial Bauk 
for either a demand draft or an R. T. B., Imperial Bank insisted on 
a certificate to the effect that the money was required only for bona fide 
advances to central banks and societies. Soon after this, the cash credits 
gi'anted to the Provincial Bank were cancelled at Bombay and the Pro- 
vincial Bank was forced to seek aid of a local jomt stock bank. In Madras 
a similar state of affairs has risen m view of the fact that the co-operative 
banks there have been directed by the Imperial Bank to provide against) 
the suspension of cash credits gi’anted to them nithin a period of 5 years. 
In Bihar and Orissa the Provinnial Bank was till lately enjoying a cash 
credit of Es. 4 lakhs against the promissory notes of its guarantee share- 
holders, at the concession rate of 4 per cent, below Bank Rate since the 
year 1914. This i per cent, concession was given to the Bihar and Orissa 
Provincial Co-operative Bank due to its weak position and enabled it to 
give some commission to its guarantee shar'eholders for the liability under- 
taken by them for meeting the calls of the Imperial Bank of India. This 
noncession has now been withdravm since November, 1929. The Com- 
mittee feel that as the State bank of India, the Imperial Bank instead of 
-withdrawing the concession,? which it has already granted to the Provincial 
banks should have granted extra concessions in the shape of long term 
loans at concession rates. As, however, the policy of the Imperial Bank 
-changes so often, it is necessary that the facilities at present enjoyed by 
co-operative banks from the Imperial Bank be put on a contractual 
guarantee and those facilities be extended by making provision for financing 
co-operative banks on specially favourable terms such as granting long 
teitn loans for periods of over 12 months at Bank Rate on the pro-notes 
or bonds of the Provincial banks with fixed instalments and cash credits 
and short term loans for 12 months and under, on pro-notes of central banks 
and societies at 1 per cent, below the B.mk Rate. 

With a view to encourage the marketing on co-operative lines of the 
agricultural produce of members of societies, cheap and long term capital 
is required for the acquisition or construction of godowns in rural areas. 
The co-operative banks of the country are not in a position to provide 
the required capital at a low rate of interest for the long period it is required. 
The capital required can be provided only by Government for ohe period 
and at the rate it is required. 


Banltmg Edveation. 


Several Universities in India have established degrees in commerce 
'during the last IB years since the date such a degree was first established 
by the Bombay University in the year 1914. and there are now adequate 
facilities in the country for theoretical training in banking. There is, how- 
ever. very little co-ordination between the institutions which impart theore- 
tical training in hanking and banks except at centres like Bombay, 
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The Indian joint stock banks do not provide any facility for the practi- 
cal training of boys in banking, but they generaJly give all encour^crnent 
to their employees to appear at the British and Indian^ Institute of Bankers- 
Examinations. The Imperial Bank mainly recruits its highei staff from 
the United Kingdom. The recruits are offered good salary, with a time 
scale, and other facilities. A few Indian recruits are also taken on proba- 
tion but, the start and prospects for the Indian recruits are not the same 
as those given to European recruits. In Indian joint stock banks the 
staff is mostly recruited in India. The exchange banks as a rule do not 
take any Indian in officers’ gi'ade. ■ In all banlrs, foieign and Indian, 
the clerical staff is recruited entirely in India. The co-opciative banks 
have enlisted into their service educated young men and some of the Pro- 
vinces have opened training classes for impairing education in co-operative 
banking but generally speaking the l.raining is not up to the requisite 
standard. 

In the United Kingdom adequate facilities are afforded for banking 
education. Tlie Institute of Bankers holds periodical examinations for the 
employees of banks and the latter give all encouragement to their 
employees to appear at these examinations. The Chambers of Commerce 
and other Associations also conduct examinations in commercial subjects. 
In India the Indian Institute of Bankers, wliich has recently been estab- 
lished, is conducting periodical examinations on the lines of the British 
Institute. The Indian Institute has not nominated a single representative 
of the co-operative banks on its governing body. Considering the total 
of funds invested in co-operative banks, and tlie importance of tlie subject 
in an agricultural country like India, provision should be made on the 
governing body of the Institute for at least one representative of co-opera- 
tive banks, to be nominated by the Provincial Banks Association. It is 
also worth while considering whether "Co-operation'’ should not be pres- 
cribed ‘’'as one of the subjects for the examination of the Indian Institute 
cf Bankers. 


General Banlcivg Organisation and Money Marhei. 

As has been said before the export trade of the country is chiefly financed 
by the t.xehange banks througli foreign commercial houses. The foreign 
commercial houses get the financial assistance they require from the ex- 
change banks as well as from the Imperial Bank. ' The internal trade is 
mainly financed by the indigeneous bankers, and pni'tly b,y the Indian joint 
stock banks, at centres where they have their branch' offices, ’i'ne ex- 
change banks mainly finance European export houses. The Imperial Bank 
possesses a monopoly of having a large number of branches all over the 
country and is in a position to mobilise money from all districts, but there- 
is little connection between the Imperial Bank and the indigenous hank-in-- 
system, with the result, that rates for money in Ihe central and mofussil 
shroff bazars veiw often indicate a position,' wliich is different from the 
position indicated by the prevailing "Bank Bate”. Even after the organi- 
sation of the Imperial Bank Government still continues to be the biggest 
hanker m the country with its net work of Post Offices established m't-hc 
remotest villages and the Ti’easuries and sub-Treasuries. There is no 
connection Between these Treasuries and the indigenous banking system. 
There are central co-operative banks almost in all district.? in India and' 
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Government Treasuries and sub -Treasuries could bo easily linked with the- 
local indigenous bankers through the co-operative institutions ]f the latter 
are permitted to discount bills. The seasonal stringency and slackness in< 
ihe nionsy 'market of the country will also be greatly mitigated if this, 
connection is established, between Government Treasuries, the local indi- 
genous bankers through the co-operative banks, by permitting the latter 
to manage Government Treasuries where the Imperial Bank has no 
branches and allowing thokn to discount commercial paper. 

Suggestions have already been made previously regarding the means, 
of providing a link through co-operative banks between the Government 
• ll'reasuries and the indigenous hankers and thereby diminishing the seasonal 
fluctuations in the “Bank Bate”. QTiese seasonal fluctuations will not 
he so acute if the suggested connection could be established but will not 
disappear altogether as long as the contioj of currency rests with Govern- 
ment. TJie Boyal Cclmmission on Cmrency recommended the organisation 
of a Central Eeseiwc Bank for tlie control of cuiTency and credit and that 
recommendation still remains the only suitable solution o"f tho problem. 

The management of co-operative hanks is economical for it is still partly 
honorary and where the services are paid for, the salaries of even the 
higher officials are smaller than those of men occupying similar positions 
in commercial hanks, because co'mpetent men are attracted to the move- 
ment by idealism and love for the inovemeut. The co-operative bnnljs 
ore bound b}' statutory rules to maintain certain standards of fluid re- 
sources and are also precluded fro(m declaring high dividends. They have 
to rapidly build up thoir reserve fumls by contributing 25 per cent, of 
the profits to them annually. The object of all co-operative banks is to 
make funds available to tlieir societies, at the cheapest rate possible, and 
ns thoir constitutions provide for an adequate representation of borrowers 
on their Boards of management, the rates charged by them on advances 
arc generally as low as are consistent with safety. 

For augmenting the resources of banks, indigenous capital is preferable 
to foreign capital. The Gold Standard and Paper Currency Eeserves held' 
in the United Kingdom should be transfeiTed to India. With a view to 
encourage the use of local savings,, for the developtnent of local industries, 
n portion of the receipts from ca.sh critificntes and postal savings bank 
deposits should be placed with tile local Indian joint stock and co-opera- 
tive banks. The Indian fire and life insurance companies have large 
resources, which can be safelv invested in long term advances to co-opera- 
tive land mortgage banks. The interest on debentures floated by these 
mortgage banks is guaranteed by Government in all Provinces and these- 
debentures can easilj* be declared to be trustee securities, or investments 
in such banlvs be permitted under the Trust Act. 

In kladras the funds of the local Boards and municipalities arc allowed 
to be invested in co-operative banlis. In Bihar and Orissa the provident 
fund deposits of the employees of district Boards and municipalities are 
allowed to be invested in the Provincial Bank. In other provinces the 
Imperial Bank has practically a monopoly in the matter of the use o-^ such 
funds. If funds of these public institutions are permitted to be invested 
in co-operative banlcs, these institutions will earn a suitable return on their 
idle funds and the premier industry of the country will also be greatly 
benefitted. 
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No. 18. 

Statement of evidence submitted by the Secrotary, Madras Central Urban 

Bank Ltd., Madras. 

Section^ I. — Questionnaire. 

Industrial Banl; and credit faciUiics for India’s main industries. ' 

Q. 1. Credit facilities are required in the case of indigenous industries 
not for purposes of floating the concerns or finding the capital outlay bub 
in order to help the industries in their current requirements. Consider- 
ing the formative period of these industries and the early undeveloped 
conditions in which they find themselves at present, it is necessaiy that in 
order to enable the management to place the industry on a self-siqiporting 
basis, the advances made should not be of a character always return- 
able within six months or one year, but must cover longer periods 
and for this purpose they perhaps will have to depend upon the flotation 
of stocks or debentures. These requirements are not adequately met by 
the existing banks, so far as the nascent industries are concei-nod. 

Agriculture may now be classed as an industry which needs balanced 
investments of the three factors of production, land, labour and capital, 
for it has long ceased to be a mere investment of labour on free land. 
The importance of agriculture as a basic industry which produces raw 
materials for major industries is increasingly being realised. In certain 
localities commercial crops have replaced food crops. Moreover, the methods 
of marketing of agricultural produce, which after all is an integral part of 
production process, are also undergoing changes and the seller, buyer .and 
the middleman who play very' important parts, look for facile credit. 
Tlie existing banking organisation is obviously unsuited to supply the 
capital and credit required for the agricultural industry. Agriculture has 
to be financed on a radically different basis. Agricultural finance or rural 
cl’edit must be linked up with the banking system of the country. 

An organised system of rural credit now obtains in most self-governincr 
countries, especially in Dominions like South Africa, Australia and New 
Zealand, whose main function is to find money for agriculture and dis- 
count agricultural paper. The Federal Banks in U. S. A. and the Agri- 
cultural Credits Act of 1928 in England provide rural credit.* In India, 
the whole banking system is confined to commercial banking, very often 
to the detriment of agriculturists. So, the defect of the system can be 
summed up in one word — ^the absence of a rural credit agency in the bank- 
ihg system of the country'. 

There is no co-ordination among the various credit agencies including 
“Government. There should be co-ordination betn-een the Slate bank 
and the co-operative societies. Without a Central Eeserve Bank for 
India, it is not possible to co-ordinate the existing banking agencies and 
correlate circulation of capital to promote agricultural industries. 


*(i) The T "Pank Act XVI,TT of 1912 of South Africa and Act XL of 1926. 

(ii) The F sderal Farm Loan Act of 1916 as amended and the Agricultural Credits 

Act of 192.‘)-U. S. A. 

(iii) Commonwealth Bank (Rural Credits) No. 16 of 1925, Commonwealth of 

Australia. 

(iv) Agricultural Credits Act of 1928, England. 

(v) The Iona term mortgage Department of the New Zealand Bank Act. 
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In tlie meantime the assistance which the joint stoclc hanks, specially 
the Imperial Bank of India, can render to agricultural finance is by way 
of discounting .agricultm*al paper and strengthening existing provision for 
^yverdraft on the backing of approved promissory notes of co-operative 
central banks and primary societies. The doubts that were recently cast 
upon the soundness of this paper, specially on its liquidity, have had a 
,very unfortunate effect, as the Imperial B^ank of India is Virtually wilh- 
•drawing the existing cash credit facilities on the bacldng of co-operative 
paper. That a certain amount of .ri^dity exists in co-operative paj er 
■cannot of course he denied and agricultural paper cannot in its very 
natui’e be as 'liquid as ordinary trade bills. At the same time the un- 
impeachable- security behind this paper and the consequent absence of 
risk of losing the money, must weigh with ‘ the Imperial Banlc in con- 
tinuing this accommodation. After ail, in this Province the total tunounl 
-of accommodation afforded to the 30 central banks and the Provincial 
Banli put together, on the backing of co-operative paper is roughly 55 
lakhs; and having regard to the large resources of the Imperial Bank, 
■even assuming that this paper does not conform to the standards of 
liquidity accepted by the Imperial Bank, the business of the Imperial 
Bank is not likely to be in the slightest degree affected. Moreover, there 
has not been hitherto a single instance of default on the part of any 
central bank in meeting its obligations. The resources of co-operative 
central banks are expanding and their credit in the money market is 
.growing. A hypothetical question as to what a central bank will do if 
.-all its assets get frozen, is more easy to ask than to answer. Similar 
'questions may be asked about the operations of any bank. The accom- 
modation given by the Imperial Bank goes to finance agriculturists and 
•the circumstance that the Imperial Bank has large free balances derived 
irom the land revenue obtained by Government from the agriculturist, 
gives the latter an undoubted moral claim upon the Imperial Banlc and 
the Stato for a certain amount of financial concession. The effect of 
'nsisting on co-operative banks, the need to maintain cash balances or 
investments in gilt-edged securities as fluid resources, will inevitably 
result in retrenching their margin of working expenses and the conse- 
quent necessity to raise their lending rate of interest. So any curtailment 
■of existing facilities is bound to have its reaction on the existing lending 
rates to the ultimate borrowers. So, if agriculture is to be financed 
adequately and if it is conceded that the co-operative credit societies are 
■the most suitable agencies for dispensing such credit, the object can be 
achieved only by affording a certain amount of accommodation to these 
credit societies on the backing of their paper, which of coui'se must be 
-short-dated and otherwise subject to conditions which ensure it<s easy 
realisation. Such precautions are now taken iu this Province and they 
■are as follows: — 

((i) Interest is payable quarterly at fhe Bank Bate calculated on daily 
debtor balances ; (for central banks at the flat rate of 
per cent); 

'(ii) Th-^ cash credit should be utilized only as fluid resource to cover 
deposits, or as short term loans repayable within a year; 

<iii) As a general rule, the cash credit ■veil not be allowed to an 
amount exceeding the owned capital of the central bank 
concerned ; 
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(iv) T1i6 C6ntir3l bflnk concerned, should, in Addition to tlie , promis- 

sory note executed by it, furnish collateral securities in the 
shape of promissory notes of unlimited liability credit societies- 
in the case of district central banks, and promissory notes of 
district central banks in .the case of the Ih’ovincial Co-opera- 
j ■ tive Bank; 

(v) The actual value of the collateral securities furnished should be 

in excess of the cash credit sanctioned by at least 331^ per- 
cent. ; 

(vij Each central banlc should forward to the Imperial Bank every 
quarter a list of promissory notes lodged as collateral securi- 
ties showing the amount outstanding on each promissory note 
together with a certificate to the effect that the pronussory 
notes lodged as collateral securities are in order. The list 
and the certificate are verified every half-year by the Deputy 
Registrar concerned, and the certificate of each verification is 
• forwarded to the Imperial Bank through the Registrar; 

(vii) Such of the promissory notes lodged as collateral securities as ^ 
have become three years old, or arc dischni’gcd, should be 
substituted by fresh promissory notes. 

Q. 2. Taking the financing of cotton and ground-nut for export trade, 
ic is found that these commodities are mainly in the hands of the middle- 
men and mercantile houses controlled hy large European capitalists having 
their ramifications throughout the country. These merchants advance 
money direct to the producers, fix the prices far in advance before 
the harvest and move them for shipping to the ports in the various 
provinces. Many of the merchants .are ibemselvos financiers being enor- 
mously rich and in their case, both the exchange banks and the Impen'al 
Bank go to their help by advancing freely upon the goods that have been 
placed in their hands. 

The co-operative movement has aticmpted to finance those producer 
during the earlier staiges but the recent decision of the Imperial Bank of 
India not to accept co-operative paper as collateral securities for the over- 
drafts gi-anted has greatly embarrassed the co-o])cralivc movement in regard 
to financing this aspect of producers’ activities. 

With reference to the hides and skins trade financing is done pri- 
marily by the producer who turns out the finished goods for the market. 
He has got to find out the market through exporting liouses. In order 
to provide sufficient capital for himself to pay the dealers and to keep his 
tannery going, he has got to approach the exporting house for advances 
against hides and skins to be shipped to foreign countries. It is at this 
stage that the banks render financial help and the help so rendered goes 
to the exporting houses which are mostly European. Thus the producer 
gets precious little help in the early stages. 

The present state of things can only be improved by extendin'^ the 
facilities provided by bills, hunclis and 'other forms of short term credit 
recognised by the commercial banks to the rvots and the producers them- 
selves, and this can he done only through the agency of tSe co-operative 
movement. It is only then that the benefits of banking arrangements 



cnn flow direct to the producers instead of being limited to the already 
well-to-do and influential middlemen and traders, most of whom are of 
EiU’opean origin. 


It is necessary, in order to benefit the producers and the industrial 
i'-onceras, that a separate organisation should be brought into existence 
mainly for this purpose and it should finance them on the basis of long 
term credit. The long term credit need not be for such long periods as 
are required to deal with agricultural indebtedness but they should be 
for periods ranging from two to five years in the case of industries. 

> The 230 and odd crores of rupees of Paper Currency and Gold Standard 
Peserves now in England are not now being utilised for the benefit of the 
Indian trade. The Hilton Young Commission recommended the transfer 
of this fund to India, but it has not been done though two or three 
years have elapsed since those recommend ation.s were made. The poten- 
tiality of this money to improve Indian trade, industry and agriculture 
will, we hope, be fully investigated by the Committee. 

Q. 3. The rate charged by the joint stock banks in the Presidency is 
usually 2 per cent, above the Imperial Bank Bate, subject to a minimum 
of 8 to 9 per cent. We are more intimately concerned with the rates of 
interest charged for agricultural finance. The position so far as tliis Pro- 
vince is concerned is as follows : 

The Provincial Co-operative Bunk has definitely agreed with the central 
banks to lend them at 6 per cent. The central banks in their turn 
have agreed to lend to primary societies at rates vai’ying between 7 to 
8 per cent. The primary societies in their turn lend to their members 
at 9| per cent. A few societies charge a little more but they fire negli- 
gible. This arrangement is becoming increasingly difficult to carry out. 
In the current co-operative year our Provincial Co-operative Bank had to 
borrow from the Imperial Bank at 7 per cent, a sum of roughly 40 lakhs, 
which it lent out at 6 per cent, under its obligations to the central banks, 
thus losing one per cent, on this large amount at least for that portion 
of the year till the overdraft is reduced. This sum of 40 lakhs represents 
about 1/3 of the loan balance on date. Last year sums borrowed at 8 
per cent., the then Imperial Bank rate, were similarly lent out at 6 per 
cent. By reason of the sound position of the Provincial Bank, which is 
able to bear this loss without seriously affecting its financial position, the 
central banks and the societies have not suffered any set back and they 
were al)le to maintain their ofwn lending rates of initerest. So the 
arrangements between the ultimate borrower of the societies and those 
between societies and central banks regarding the rates of interest, have 
not been disturbed fortunately for the present. But it is not possible to 
assure that the Provincial Bank will be able to stand the same strain for 
a continued period or even for short periods in coming years, unless it 
enjoys reasonable credit facilities for discounting co-operative paper on 
favourable terms. The potential dangers to the co-operative credit move- 
ment do not seem to have been vividly realised^ by those who light- 
heartedlv advocate the curtailment of overdraft facilities now given by the 
Imperial Bank and in insisting on the substitution of cash or gilt-edged 
securities for co-operative paper. The loss sustained by the Provincial 
Bank bv depreciation in the value of its holding in Government securities 
is Bs. 3,07,410 as on 31-'3-30. 

i 
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The dependence of co-operative banks on the Imperial Bank and Gov- 
ernment for financial aid partly arises from the absence of a rational 
system of co-operative finance. It is expected of co-operative banns that 
they would finance agriculture as an industry mostly at the productive 
stage, as no joint stock bank does this. The finance of movement and 
marketing of crops is done mostly by the Imperial Bank and joint stock 
banics. So one would naturally expect that between June and December 
when agricultural operations are in full swing, the village societies will be- 
actively financing their members for seasonal operations from sowing to. 
reaping and that the demand of the agriculturists will be transmitted to 
the central banks and the Provincial Bank. Again it would be naturally, 
expected that after harvest from January to Jmie the repayment of agrif 
cultural loans will be coming in. If this happens, then the busy season 
of commercial banking will coincide with the slack season of the co- 
operative banks and vice versa. But nothing of this sort now happens. 
The primary agricultural credit societies are most dull in the agricultural 
season when they should be most active. All the energies of the supervisors, 
non-official leaders and departmental men are engaged in the preparation 
of statements, etc., from June to August, and in order to reduce the 
balance to demand, the collections are speeded up towards the end of the 
co-operative year in May and June when there is little harvest. The 
Madras Eegistrar publishes a series of interesting charts in his latest 
Deport (1928-29) to exhibit this unhealthy phenomenon. To illustrate our 
point we give below a few figures showing the in-comings and out-goings 
of the Provincial Bank in the two half-years of the last three co-operative 
years. 


Year. 

November to April. 

Mny to October. 

Disbursements. 

Receipts. 

DisburseTnonts. 

j Receipts. 

In laths. 

In Inkhs, 

In lakbs. 

! 

i In lakhs- 

! 

1027-28 .... 

32-G9 

17-4G 

17-73 

1 

j 2S*96 

1928-29 .... 

37-03 

24-79 

22-97 

j 

3S-68 

1929-.30 (up to 31st March) 

53-78 

14-77 

! 

. • 1 

• •t 


Q. 4. Our experience in this province is rhat joint stock banks have 
not freely advanced to industries large or small and that many promising 
industrial concerns have failed or have been abandoned owing to want of 
credit facilities. In this province, to our own Imowledge, at least S good 
industrial concerns have been starved, the Carnatic Paper Mills at Bajah- 
mundry, the Sugar Factory at Masulipatam and the Spinning and Weaving 
Mills at Bezwada. They were all started after expert advice and great care 
and if they had only enjoyed reasonable credit facilities, they would have 
been successful. It may be that the banks do not find ‘it possible to 
finance such industries under their present constitution and worldlier and 
the methods pursued by them. We are not complaining against any delibe- 
rate withholding of assistance. All that we are concerned with is to point 
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out that, with reasonable credit facilities, many industries large and small 
will thrive. We are of opiiiion that industrial banks should be established 
in each province. But tlieii success will largely depend upon the nature 
of the industries that are financed in the beginning and ^ also upon the 
general industrial jwlicy of the State towards the industrial development 
in this country. 

Industrial banks will only venture ro finance industries if they have a 
reasonable belief that the State will so regulate its tariff and monetary, 
policies os to help the industrial advancement of this countrv and also 
if there are reasonable chances of the State being interested in helping 
industries vith subsidies, bounties and the like, whenever there is a 
prospect of the industries surviving foreign competition and becoming suc- 
cessful with such help rendered of course not for all time but at least for 
reasonable periods. So ^ the success of industrial banks largely depends 
upon the industrial policy of the Government of India. It seems to us 
to be fairly well recognised that industries which are comparatively less 
speculative in their character should first be attempted to be financed by 
these banks. Key industries, wherein this country is more or less self- 
contained, should be naturally less ri.sky. Again, public utility concerns 
dealing with supply of electricity, water, transport and the like, are less 
risky than other industrial ventures and there is large scope for their being 
financed by well-constituted industrial banks. 

The exchange banks cannot be expected to help local industries and 
the Imperial Bank is prevented under the Charter from lending for periods, 
ranging ‘above 3 to 6 months. Even other joint stock banks do not 
extend their credit facilities beyond 6 to 12 months. Banking help to 
industries, to be useful, must be for longer term. The need, therefore, for 
the establishment of industrial banks is, in our view, clear. 


Section II. — Questionnaire. 

Financing of Foreign Trade. 

Q. 1-3. Taking into consideration the trade in oil-seeds, it is found 
that, due to want of a system of licensed wai’ehouses it is found 
necessary to transport goods from the interior centres to the port centres 
in order to get accommodation on the pledge of produce. If warehouses 
are licensed in the same manner as they are done in America, the receipts 
issued by such licensed warehouses will be a ready means of raising credit. 
It vdll also facilitate easy movement of produce from the interior to the 
ports of export, without creating undue flooding of produce in the poid 
towns. 

The small producer sells his produce at deflated prices, parting with 
some portion of it to the local money lender and the rest to the middle- 
men in the nearest marketing centre. In the case of commercial crops, 
in many instances, they are sold through forward contracts to foreign 
houses who advance capital e^'en before the crop is up. In a small num- 
ber of cases, the produce is stored in godowns locally and advances are 
taken from the banks and held up for a favourable market. There is no 
organised system of marketing anywhere in this province. ^ Co-opei'ative 
marketing is not tried anvwhere to any extent worth mentioning. There 
is great scope for co-operative effort generally in marketing produce, specially 
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of the commercial crops. There are no pools and the possibilities ' of 
forming- pools are very great. The grading of crops and their preparation 
for the” market develop with the forming of pools and the system of 
auction which is tried in some places has been found beneficial to the 
producer in the way of fetching better prices. Tor instance in the 
eardamozn societies in Madura, auctioning is tried with advantage. The 
formation of pools for the maiheting of commercial crops on a co-opera- 
tive basis is very desirable and should be encouraged. 

The credit instrmnents that are largely used with regard to foreign 
■trade are the bills of exchange, himdis, etc. Against these instru- 
ments tlie merchants are able to raise credit either from the local banks 
or from indigenous bankers and the rates charged by the merchants or 
the indigenous bankers generally are 5 to 6 per cent, over the then pre- 
vailing rate of the Imperial Ba^ of India. 

The facilities existing in the case of foreign trade are those created 
by the exchange banks discounting bills drawn against goods that are 
shipped to foreign countries. The facilities for internal trade are very 
few. For example; if “A” dealing in piece goods sends goods from 
Madras to a village in the interior or vice versa and draws upon the 
local merchant, those bills are not discounted by exchange banks, because 
there are no banking facilities. On the other hand if the same “A” ships 
goods to a foreign country and draws upon the foreign merchant, he 
readily gets them discounted. 

With regard to the encouragement) of the use of these bills, the sug- 
gestions which we have to make are firstly, that the stamp duty upon the 
usance bills should be reduced, the scheduled rates in article 13 of the 
first Schedule to the Indian Stamp Act being in our opinion high; secondly, 
■negotiation of bills drawn in the vernacular languages of the province 
must be made far more easy and banks should employ competent ofiScers 
knowing the vernaculars. The insistence on a vernacidar signature being 
attested before a magistrate and other restrictions discomnge in practice 
bills drawn in the vernacular. To popularise bills of exchange and extend 
their use, the insistence upon their being in the English language should 
he relaxed, as the percentage of English-knowing population is infini- 
tesimal and encouragement of banking habit among the people cannot be 
achieved only through English. 

The legal position of the bills of exchange in the vernacular languages 
in use and the well-recognised incidence attached to them by local 
custom and usage which are invariably acted upon, are clearly explained 
in their treatise on the Negotiable Instruments Act by Messrs. Bhashyam 
and Adiga, pages 19 to 24 (Fourth Edition) attention' to which is respect- 
fully drawn. 

The fluctuations in the rates of interest charged are rather violent and 
embarrassing to traders. The exchange also has introduced a great com- 
plication in the transaction of business, both export and import. It is the 
practice of the civilised world to conduct sale and purchase on terms of 
mutuality between the buyer and seller. The traditional privilege of the 
.seller to fix the terms of money in which he must receive his price is 
denied to the Indian and this has introduced uncertainties in the market 
<md also speculative enterprise,s which are ruinous to a degree. 
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Seotiok- III. — Questio^tnaire, 

Regulation of Banking. 

Q. 1-5. It is necessary that the audit and examination of bank accounts 
should be done by examiners duly qualified and appointed for the pur- 
pose. They should appraise the financial position of the banks, the 
correctness^ of the fluid resources held by them, the reasonableness of the 
resei’ves laid aside evei*y year from out of the profits, and they must be 
appointed by an Association of Bankers in the country. In order to 
prevent banMng crashes it is necessary that banks should be required 
to insure their own stability with the Banks’ Association by the formation 
of a pool to which they should contribute at a stated rate to 
be agreed upon by the banks. The word ‘bank’ should be strictly 
limited to institutions doing not merely money lending but all kinds of 
banldng business, including discount of bills, hundis, etc., and banking 
business should be prevented from being done by firms, not exclusively 
committed to and carrjdng on this purpose. A disciplinary control over 
such institutions should be maintained. It is necessary that private firms 
or even individuals doing banking business must take out a license. Even 
money-lenders’ profession may be brought under disciplinary control by 
demanding that a, license should be taken out for the purpose. The books 
of such firms and individuals should be open to public examination of 
banking examiners. 

Eoreign banks doing banking business in Indie should also be subject 
to the same rules of license and they should be insisted upon to publish 
periodical reports and returns appertaining to the transactions in the place 
in which they carry on the business. The license must be issued by the 
Banks’ Association. The consolidated audited balance sheets issued by the 
head offices of non-Indian banks do not contain information about their 
operations in India in a form which is of any use to us. 

Q. 6. The Joint Stock Companies Act is inadequate to control the 
operations of a banldng organisation. The subscribed and authorised 
capital must have a definite relationship, while the capital that is paid 
before the business is started must also have a definite relationship to 
the subscribed capital, ordinarily not being less than one half. 

With regard to the matter of reserves also it must be laid down that 
the amount carried to reserve fund from the annual net profits should 
be not less than ^ of the net profits and after a certain stage the figure 
may be worked down to I as in the co-operative banking. This may not 
involve any hardship as the banks use their reserves in their business. 
Likewise the proportion of the borrowings to the paid-up share capital, 
must also be fixed somewhat on the lines of the co-operative banlis so 
as noteto exceed 10 to 15 times the paid-up capital. Similar rules must 
exist in regard to the proportion of fluid resources and the system adopted 
in respect of the co-operative movement may be made applicable to com- 
mercial banks as well. 

♦ Q. 7-10. It must be possible for a bank, whenever it is weak or em- 
barrassed, to seek amalgamation with a larger bank, without passing 
Through the process of liquidation, on terms and conditions to be agreed 
upon by the larger bank, through the intercession of the Banks’ Associa- 
tion or' apart from it. In case of liquidation, assistance similar to that 
rendered' in the case of the Alliance Bank should be resorted to in order to 

VoL. II ^ 
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safeguard the interests of the creditors and to prevent avoidable deprecia- 
tion in the assets of the bank undergoing liquidation. men once a 
bank's condition is considered to be weak and a proposal for amalgama- 
tion is taken up, a kind of temporary moratorium must be permitted so 
that it is not open to current account depositors to withdraw the money 
straight away and the claims of all the depositors must be equitably 
settled whether in liquidation or in amalgamation. 

Q. 11. There is no need to create any special legislative facilities 
for inducing special class of deposits as banking is becoming more and 
more popular daily and deposits are not wanting for ordinary banking 
purposes. This does not apply to any long term deposits that have to be 
secured for aiding industrial enterprises. 

Q, 12. It is very necessary that banks should be protected against the 
unjust attacks on their stability by cantankerous critics. There must be 
an emergency machineiw to be operated, the verdict of which should enable 
the Central Eeserve Bank to come to the rescue of a bank, on wliich there 
has been a run. 

13. Co-operative banks do require special concessions, for without them 
agriculture cannot be adequately financed. We commend the follow- 
ing:— 

(1) Placing on a footing of statutory or contractual guarantee the 
financial facilities at present enjoyed by the co-operative 
banks at the hands of the Imperial Bank, and the enlarge- 
ment of the scope of those facilities by the provision of 
finance on favourable terms on a longer term basis and at 
reduced rates of interest for periods of twelve months and 
under. Loans for periods of over 12 months, but not exceed- 
ing twenty-four months, sliould be granted at Bank Bate on 
pro-notes or on bonds of provincial banks with fixed instal- 
ments, and short term loans for periods of 12 months and 
under, on pro-notes to 1 per cent, below the Bank Bate. 

The ultimate solution depends upon the creation of a rural credit 
section to the future Beserve Bank by whatever name it 
may be called, which must be subject to an obligation to 
finance co-operative societies, especially of discounting and 
encashing co-operative paper. 

(2') The grant for co-operative banks of cash credit for agricultural 
operation and the discounting of their bills of exchange. 

(3) The recognition of approved co-operative central banks in areas 

where the Imperial Bank has no branches, as agencies fer 
the management of Government sub-Treasuries. 

(4) The recognition of inland exchange business as a legitimate 

part of the operations of the co-operative banks and the gi’ant 
of further facilities for transmission of funds through the 
Treasuries, particularly in taluka towlis, with a view to 
encourage the opening of mb an banks and branches of pro- 
vincial or central banks at those centres. 

(5) Provision for cheap capital for the acquisition or construction 

of godowns in rmal areas in order to encourage the marketing 
of agricultural crops financed on co-operative basis. 

_ (6) Exemption of co-operative societies from payment of income- 

^ tax on earnings from investments in public securities or land 

‘ mortgage debentmes. 
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Section IV. — Questionnaiue. 
Banking Education. 


*Q. 1- pifiSGnt tliGTG ai6 uot siifficient facilitiss in tho counti’y for 
banking education in schools and colleges ; a few Universities in India have 
estabhshed Degrees in commerce. It is a pity that there is very little 
co-ordination between the institutions which train candidates in banking 
and the banks. 

Q. 2. The existing banks do not provide sufficient facilities for the 
training of boys in the hanking business. The Presidency Banks, before 
they were amalgamated into the Imperial Bank, used to take apprentices 
for training, but they were not able to attract proper persons on account 
of the low start they gave. 

The other joint stock banks have not, so far as we know, any definite 
■efficient system of training boys for banking business. The Imperial 
Bank at present recruits its staff mainly by importing young men from 
England. 'These people are started on good pay, with a time scale and 
other facilities. Decently for some years they have been selecting pro- 
bationers for training in banking methods, who after two years’ probation 
jure confiimed and put in charge of various duties in branches and in the 
head office. The start given to Indian recruits is not on the same scale 
a.3 that given to the Emopean recruits, though the academic qualifications 
■of the latter are not on a par with those of the Indian recruits. The 
Indian joint stock banks have not any definite scheme of training or 
probationership for young men. The exchange banks, as a rule, do not 
take any Indian for ti'aining in the business of exchange banking. The 
recruitment is generally confined to the clerical line and the highest post 
that any Indian can fill up in the exchange bank is that of a cashier or a 
•shroff. 

Eegarding the co-operative banks attempts are being made to enlist 
into their service educated young men. But the necessary facilities for 
■training in methods of banking and co-operation are still lacking. Eecently 
the Government of Madras opened a training class in the local School 
of Commerce for training recinits for the co-operative department. As 
yet no definite scheme of training for co-operative banks’ employees is to 
■be found in the country^ up to the requisite standard. 

Q. 3. Instructions in banking — theoretical — is generally looked after by 
the commercial institutes and colleges of commerce established under the 
aegis of the Universities, but there is no co-ordination between theoreti- 
cal training and practical work. If the instruction in banking is to bear 
fruit, it is necessary that some co-ordination has to be established between 
the theoretical studies provided for by the existing institutions and practi- 
cal work in banking institutions. 

Q. 4. So far as we Imow, very good facilities are afforded for banking 
-education in the United Kingdom. The Institute of Bankers holds periodi- 
cal examinations for employees in banks and^ a large number of emploj'ees 
sit for these examinations held by the Institute. Further, the banks in 
The United Kingdom pay bonuses to the candidates who pass the exami- 
nation of the Institute of Bankers. 
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The various Chambers of Commerce and other Associations also con- 
duct examinations in cbmmercial subjects and grant certificates, the 
holders of these certificates being generally preferred to others for employ- 
ment in the banking institutions. 


The only suggestion that we can make with regard t-o making such 
facilities available in India, is that the banks here must insist upon 
minimum qualifications for employment in banking houses and also give 
sufficient facilities for their cmpio3'ees to improve their knowledge by 
gi’anting bonuses as in the United Kingdom to candidates passing exami- 
nations held byresponsible authoriticH. 3'urthcv, it a l^ankers' Association 
is formed in the country and they come to the conclusion that only persons 
who have received a certain minimum education in banking and com- 
mercial subjects should be entertained in their institution and give juc- 
ference to persons holding certificates from responsible authorities, the 
question of bauldng education can well be solved. It will greaily facili- 
tate higher training if suitable candidates who arc already employed in 
banking institutions are selected and given scholarships in get higher train- 
ing outside India if necessary. 'I’hc scholarships may cither bo instituted by 
Government or the Universities or the Association of the Bankers. 


Q, 5 & 6. When the Indian Institute of Banlrcrs was started, not one 
of the co-operative banks was consulted. There is not even now a single 
representative of the eo-operntive banlcs on the governing body of the 
Institute. In India, the co-operative banking movement is a factor not 
to be ignored : the sum total of funds handled by the co-operativa 
movement in India is next only to that of the Imperial Bank of India 
and nearly equals half that handled by all the Indian joint stock banks 
put together. The joint stock banker ought to know all about "co-opera- 
tion” and t'fcc versa. At present a subject like Commercial Geography is 
included in the compulsory subjects of the Associate Examination, hut "not 
co-operative banking. It is worthwhile considering whether **Co-oper;ition” 
should not be prescribed as one of the subjects for the examination of 
the Institute of Bankers, It is equally worthwhile to press the claims 
of co-operative banks for representation on tlie Institute. 


Q. 8. The prospects at present for hoys trained in banking in India 
are very meagre. There are not largo joint stock banks with huge liranch 
ramifications to employ trained staff. . The Imperial Bank to "a certain 
extent selects young men witli University qurdifications for probationer- 
ships in their institutions. So far ns wo know the nx-ch.ance banks will 
not. take Indians for employment in their organisations. The manning of 
Indian joint stock institutions is being done in a haiihayard f.ashion, 
being private institutions, and nepotism is generally the order of the day. 
Till banking organisation grows on a large scale, ’ it does not seem that 
there is any present or future prospect for boys, who specialise in hank- 
ing. To a certain extent the slow development of branch banking may bo 
due to want of sufficient number of trained men in the country. 'But 
more than this, it is the difficulty in coping witli the competition of 
the Imperial Bank that stands as a bar to the quick growth of brauch- 
banking. 
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Section V. — Questionnaire. 

General Banking Organisation and Money Market. 

Q, 1. This question must be answered from the stand-point of whether ' 
•the trade is export traae or internal trade. Most of the export trade is 
chiefly financed by the exchange banks and commercial houses. These 
houses have their own finances or depend on exchange banlrs and to a 
certain extent on the Imperial Bank of India in an indirect way. Keally 
what suffers is the internal trade and the export trade of the 
Indian producers and the Indian merchants who are not linked 
to export houses. The exchange banks mostly finance European 
mercantile export houses. The Imperial Bank practically possesses 
a monopoly having branches all over India and, therefore, facili- 
ties for mobilising money from district to district through the 
various branches in the country'. The joint stock banks that exist are 
detached bodies linked in no way to each other and, therefore, cannot 
mobilise money except through the Imperial Bank. If all these banks are 
organised in such a way as to work together, they could facilitate the 
remittance of money from one end of the country to another. There are 
fortunately central co-operative banks fdmost in every district in India 
now and all these eoujd bo linked together through their provincial orga- 
nisations to mobilise their resources through the aid of the State bank. 

If they are permitted to discount bills and advance monies on document- 
ary bills, then the facilities for marketing would undoubtedly be improved 
and made cheaper. 

We, as a co-operutive bank, are vitally interested in the question of 
movement of fimds from one place to another because our organisations 
are widespread and the success of agricultural finance through co-operative 
•credit societies udll largely depend upon the ease, readiness and cheapness 
with which funds can be moved. 

We do not think that the co-operative banks can solve this problem 
for themselves by establishing an All-India Co-operative Bank. The pro- 
vincial Banks’ Conference considered the scheme impracticable. No all- 
India organisation of that nature can function profitably, unless large 
free funds are made available and wide fields of investment are also opened. 

In both these respects the All-India Bank will suffer and wall not be in a 
position to help the Provincial banks. 

Q. 2. It is possible and highly desirable to link indigenous banks and 
bankers with the central money market and provincial capitals. The 
existing branches of joint stock institutions and co-operative central banks 
can be utilised to facilitate the business of indigenous bankers. These 
institutions can be made use of for collection of the hundis that an 
indigenous banlcer might have discounted or by special arrangements to 
get his bills discounted by them on business terms. In this way. it is 
rossible to open up areas which are now suffering from want of banking 
facilities. At everj- district headquarters there is a central co-operative 
bank whose services also may be utilised for this purpose with advantage. 
Such local joint stock and co-nperative banks will inspire great confidence 
among the indigenous bankers, if the services of the latter are utilised for 
the purpose of opening and giving credits to members of the public that 
luay deal with the banks tbrough them. Such an arrangement would, to 
«n extent, benefit the indigenous banker and he will feel attached to a 
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joint stock bank for pushing business through him. Further, the local' 
knowledge of the indigenous bankers will be of great help to the banking 
institutions to fix the' credit- worthiness of various parties. 

The indigenous banker usually does not deposit his surpluses in slack 
season in the joint stock banks but retains in his chest portions of them 
after reducing part of his liabilities; but, when there is stress for money,, 
he resorts to joint stock banks for borrowing. So, these bankers have idle- 
resources at certain seasons, while they are maintaining practically no 
resources at other times. The joint stock banks on their part are com- 
pelled to continuously maintain large resources owing to the absence of a 
Central Eeserve Bank. The result is that such needless and idle portions 
of the reserves scattered among the numerous indigenous and joint stock 
bankers do not play their part in developing the resources of the country 
by being profitably employed. If there are proper arrangements to enable 
both indigenou& bankers and joint stock bankers to rely upon each other 
and upon a central reserve institution in times of need, the resources that 
are idle at present can be more profitably employed. 

Undue emphasis is laid upon the risks involved in connecting co-opera- 
tive banks with this kind of business. There is< no ground for such fear,, 
as many of these co-operative institutions have run a life of 20 to 25 
years and are found capable of handling busine&s with due care and. 
caution. They are also getting to be manned by well-paid, qualified and 
trained staff, and in the interests of improving the banking facilities, these 
institutions must take up courage in their hands' and connect themselvea 
with the business world. 

Q. 4. We feel that so long as the Government of India have the- 
control over currency operations, even the Imperial Bank is unable to so- 
regulate its rate as to safeguard its own banking interests. This we 
gather was the effect of the non-ofiS,cial opinion expressed in the Central 
Legislature during the budget debate in March 1929. So the right solution 
of this question seems* to be inextricably connected with the organisation 
of a Central Bank which will control both the currency and credit. 

Q. 7. The management of co-operative banks is economical, for it is 
still partly honorary and where the services are paid for, the salaries of 
even the higher officials are smaller than those of men occupying similar 
positions in commercial banks, because competent men are attracted to- 
the movement by idealism and love for the movement. The co-operative 
banks are bound by statutory rules to maintain certain standards* of fluid 
resources and are also precluded from declaring high rates of dividends 
and are compelled to build up reserves rapidly by diverting 25 per cent, 
of their annual net profits to the reserve fund. In our answer to ques- 
tion N.o. 2 of Section III, we have indicated our view that similar, though 
not exactly the same obligations, should be cast on commercial banks 
regarding the maintenance of liquid resources, reserves and the like. 

Q- 12. Some of the co-operative banks like other banks do smaF 
services to their constituents such as collecting interest on their securities, 
payment of insurance premiums, purchase and sale of Government paper 
and the lilce. We are not sure whether the word ‘agency’ used in the 
question refers to such services; otherwise we are not aware of any other 
kind of agency work done by co-operative banks. 
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Q. 14. We feel that indigenous capital must be preferred to foreign 
capital. We are in favour of a proportion of the receipts from cash cer- 
tificates and savings bank deposits being diverted to give facilities to com- 
merce, industry and agricultm’e in this country, ' 

We have already stated that the Gold Standard and the Paper 
Currency Eeserves must be transferred to India. We also feel that the. 
resources of the insurance companies may be diverted to long term invest- 
ments in co-operative^ land mortgage tanks. The interest on the deben- 
tures of these banks is already guaranteed in all the provinces, either 
by the Government of India or the Provincial Governments and they 
can be easily declared to be trustee securities, if necessary, by rules made- 
by the High Coxu’t in each province. Even if they are not so declared, 
the insurance companies can create power for themselves to so invest- 
their money, which for practical purposes is long-lying money in this very 
safe mode of investment, i.e., debentures of the land mortgage banks. 

Q. 15. In the province of Madras, the Imperial Bank advances large 
sums to certain class of agriculturists on the pledge of produce. Except 
in the case of large producers this form of accommodation does not,, 
however, ordinarily reach the agriculturist. It is the middlemen who- 
store the produce and get advances, that are so accommodated. When 
the co-operative banks try to reach the smaller agriculturists by lending 
on produce, we notice a certain amount of dissatisfaction on the part of 
the Imperial Bank. We think that the Imperial Bank should encourage 
co-operative banks to supplement the work of facilitating produce loans 
through co-operative institut-ions to small agriculturists. 

Q. 17. & 18. The question of the Imperial Bank’s status is bound to 
arise, either when the period of its contract with Government is extended 
or when the question of starting the Eeserve Bank is revived. 

We may point out that in this Province the funds of the local boards 
and municipalities are allowed to be invested in co-operative banks and 
the extent of such investment to-day is approximately 2 crores. We under- 
stand that in this matter the Imperial Bank has practically a monopoly in 
other provinces. It is worthwhile considering whether the co-operative 
banks in other provinces might not also be entrusted with local and 
municipal money. Similarly, we see no reason why all departments of 
Government should be obliged to resort to only one bank. We imder- 
stand that in Ceylon the different departments of Government are per- 
mitted to invest their funds in 'different banks approved by Government. 
We do not see any reason why such co-operative and joint stock banks as 
are approved by the Government of India should not also be trusted with 
the funds of the different departments of Government. 
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No. 19. 

Statement of evidence submitted by Mr. A. Srinivasacbaxi, Secretary, 

Sriviiliputtur Oo-operative Banking Union, Ramnad District. 

m . — Regulation of Banking. 

(1) I am in favour of audit and examination of bank accounts by 
examiners. They should be appointed by Government from Government 
Diplomates in Accountancy. Their duties should be to: — 

(i) examine accounts of bank once levery quarter, 

(ii) publish reports of examination and communicate to banks con- 

cerned, 

(iii) the assets of banks should be certified by the examiners in the 

annual audit, 

(iv) balance sheet, profit and loss account and assets and liabilities 

also be fm'nished annually. 

The cost of such audit and examination should be met by bankers them- 
selves on a scale according to their transactions. 

(2) I am for restricting business of banks in the following manner: — 

(i) Short term business to be transacted by all banks except land 
mortgage banks, the period of repayment being 5 years as the 
maximum. Long term business to be transacted by land 
mortgage banks alone; repaying period to extend to 30 years 
in equated annual payments. Other details to be worked out 
by special enactments. 

(3) The word “bank” should be restricted to such institutions as are 
registered under Imperial enactments with special restrictions imposed upon 
them for doing banldng business such as (1) Co-operative Societies Act, 
(2) All-India Bankers Act or Reserve Bank Act, etc. 

The banks or branch banks whose head office is located outside India 
should not be termed as “banks” nor should they be given the concessions 
like others in India. 

(4) I am in favour of defining by legislation the sphere of operations of 
co-operative banks and exchange banks, etc. 

(5) I wish that foreign banks shouhi not be allowed to do banking 
business in India at all. There should be a general controller who should 
be an Indian invested with power to issue, review and cancel licenses even 
to Indian banks and to see the special legislation is observed correctly. 

(6) The law governing Indian banks which are limited companies 
is not satisfactory. It should be amended giving facilities for winding up, 
control by shareholders, etc. 

(a) At least 1/4 of the working capital should be covered by share 

capital subscribed. 

(b) 50 per cent, should be authorized share capital. 

(c) 25 per cent, of the profits should be in reserve each year until 

it reaches 50 per cent, of the authoriz-ed share capital and 
then it may be left to the discretion of the shareholders. 



^d) A fluid Tesouice system should he introduced by ■which securitv 
of repayment of deposit may be fixed. 

(e) There should be half-yearly balance sheets prepared and forms 
also settled as in the case of co-operative banks. 

(/) The^ District Court should be made the forum for expeditious 
liquidation or the District Degistrar of assm’anees and deposi- 
tors -should be paid deposit amounts by liquidator through 
the agency of a bank, 

(13) Banking companies are now paying income-tax, (2) super-tax. (3) 
companies tax. It does interfere with the development or amalgamation. 

a’he only suggestion, I have, is that only one of the taxes, which is the 
highest, should be levied and apportionment should be made between the 
yarious bodies that are beneficiaries in a certain proportion. But the 
co-operative banks should be given the following special concessions and 
•exemptions : — 

(1) Income-tax for all co-operative banks. 

(2) All companies’ taxes also should be abolished. 

(3) No super-tax should be levied. 

(4) No fee should be charged for searching, i.e., for encumbrance 

certificate for any number of years. 

The reasons are (1) co-operative banks are financing rural agriculturists 
at a fixed rate of interest which is low and they are not profiteering con- 
•cems, and the ryots are paying land-tax separately. The co-operative 
hanks being societies composed of ryots or agriculturists, any tax on co- 
•operative banks will be only double taxation to the ryots. 


IV. — Banhing Education. 


(1) There are absolutely no facilities for hanking education in schools, 
colleges, and Universities. Nor is there any co-ordination of efiort between 
such institutions and banks. Some optional subjects such as banking, 
auditing, commercial correspondence in schools cannot be expected to give 
the desired effect. There is no practical training given before examinations 
[by such schools. 

(2) At present, banks do not provide any facilities for the training of 
)oys. There is no system in recruitment of staff anywhere. 

(3) There is no practical instruction in banking given now,, except in 
'phool of commerce and All-India Co-operative Institutes’ Association which 
i recently started in Madras, the actmties or scope of which cannot be 
ftuged now. 

\ (5) The only suggestion, I have, is that the constitution of the All-India 
Cioperative Institutes’ Association should have the representatives of the 
Bivincial Co-operative Bank and Provincial Co-operative Institutes on the 
B^rd of management without which no real benefit can be expected. 

’(6) The present position is highly unsatisfactory in Madras. The 
MaWs Uentral Urban Bank or the Provincial Co-operative Union in the 



metropolis being the non-official banking representative and the co-operative- 
movement respectively appears to have had no knowledge of the consti- 
tution or the starting of the Institute. It shows the utter neglect or dis- 
regard of Government of the co-operatiye movement. On the other band, 
the co-operative movement should have the leading voice in the Institute 
in settling the syllabus, the management, selection of candidates, examina- 
tion and finance. 

(7) There is no training given to the indigenous bankers at present. I 
do not think any is necessary. 

(8) The prospects of boys trained in banking are at present almost 
nothing and in future also there is not much hope unless Government 
supports the banking institutions. The slow development of banking is 
due to lack of support of Government and not to the absence of trained 
men. Even when the co-operative banlcs are now conducted by 
trained men and controlled by Provincial Bank — a premier bank, the 
development is retarded by various obstacles due to lack of Government 
sui^port. Otherwise there is no reason why tbs Imperial Bank all of a 
sudden should on 11th October 1929 issue circulars to co-operative banlcs 
insisting upon substitution of Government promissory notes, instead of 
bonds of unlimited rural societies and reducing drawing power on overdrafts 
proportionately in Madras and insisting on substitution immediately in Bom- 
bay. The Eegistrar of Co-operative Societies, Madras, foreshadowed this 
and gave utterance to such a scheme being in contemplation by the 
Imperial Bank. But no protest was entered into by the department. 
Even after resolutions of Bankers’ Conference on 19th October 1929 at 
Madras requesting suspension of the above circular, the Imperial Banlc is 
unyielding and tearse. Unless and until the angle of vision is changed 
there is no scope for development at all. 

(15) {a) To my knowledge the Imperial Bank of India has not been- 
serviceable to the main industries at all. 

(5) It has not helped at all in any way the movement of crops. 

(c) Exchange banks have been greatly helped. 

(d) Little help has been given to ordinai’y banks. 

(e) The Indian Provincial Governments have greatly benefited 
the Imperial Bank and they have been serviceable to Imperial Bank; the 
cash reserves or revenues of Provincial Governments have been advan- 
tageously utilised by the Imperial Bank and to that extent of being safe 
profiteering custodians, they have been serviceable. 

(16) In the case of the Alliance Bank, the Imperial Bank had helpec 
the liquidation proceedings. 

(17) The present position is that the Imperial Bank is the pro iani)- 
treasury of the Government monies and both am now treated as identiol 
bodies except that hands working arc different and management is differeit, 
but mainly controlled by the Imperial Banlc Governors. In futue, 
the same privileges as other banks will have, should be given to fie 
imperial Bank or there should be a contractual guarantee between he 
impenal Banlc and Government in the matter of accommodations btng 
given to other banks by the Imperial Bank in accordance with the reem- 
mendations of Government. 
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Qg\ monies o£ Government pass through the Imperial Bank. It 
. nLctically the cash chest of Government. Municipal and other corpora- 
were till recently compelled to deposit only in the Imperial Bank 
interest at all. All these meant material gain and profit. The higa 
Svidends declared are aU due to their facilities and _ pnvileps. These 
ooncessions should be taken away and given to co-operative banks wherever 
thev function well and are approved by Government^ and only m the 
absence of such, the concessions should be contmuea to the Imperial 


Bank. ^ . 

I am not for joint stock banks being given 

co-operative banks. 


these facilities, 


but only to- 
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No; 20. 

Statement of evidence submitted by KCcj R. Ni Adarbad* Gr*D;A;5 F.C;R.A,) 
L.A.A., Pubiib Accountant and Au^tor, Bombay. 


I have the honour to make this representation to your Comrnittee on a 
•few points in relation to joint stock banks and. banking ^ institutions in 
India in which professional accountants and auditors are specially interested. 

2. I may here state that I am connected with the Indian Society of 
Accountants^ and Auditors as its Honorary Secretary and Treasurer and as a 
member of its Council, and in that capacity I am the protagonist and the 
draftsman of the memorandum dated 12th June 1930 addressed to your 
Committee embracing the views of the Society on some imints most of which 
■frequently present themselves to auditors of banks in India. Thus it is that 
•most of the views incorporated in the said memorandum of the Society, 
which was originally drafted and subsequently re-drafted by me, are mentioned 
hereinafter •with some additions and modifications. Hence the similarity 
in language of the said memorandum of the Indian Society of Accountants 
■ and Auditors and the following paragraphs. 

3. The primary function of any banking legislation in India should be 
to inspire confidence where it is lacking at present in the minds of the public, 

‘ and specially in the minds of small investors, so that they may deposit freely 
'in indigenous banking institutions which when conducted on liberal and 
enb’ghtened principles, invariably conduce to the healthy economic and com- 
mercial growth of a nation. Keeping that objective in view I will now proceed 
to deal with some points in detail. 


Use of the word “ Bank ”. 

4.^ Only public limited companies which are established in India to carry on 
’banking business, as laid down in their Memoranda of Associations, should 
be allowed to use the word “ bank It follows, therefore, that any private 
"limited company intending to do banking business in India should not be 
allowed to be registered in India as a “ banlc ”. Lilcewise, an individual or a 
private partnership should be prohibited from using the words banker 
■“ private banker ”, or “ bank ” in the name of his or the firm’s business. 


Foreign Banks. 


5. 


In the best interests of the investing public in this country it is very 
•desirable^ that there should be adequate control over all British and foreign 
banks doing business in India. That control could be effectively exercised by 
■a special Banking Committee empowered to issue licenses of banks desiring to 
-start or to continue doing business in this country. Some of the requisite 
conditions on which such licenses may be issued should be that they should 
prepare ni prescribed forms balance sheets and profit and loss ‘accounts 

and publish and file the same, together with the 
^ requisite authorities as is being done at 

•ipresent by indigenous joint .stock banks. They should, in addition, file in 
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India tlie annual balance sheets and revenue accounts of their whole es- 
tablishments. These non-Indian banhs should be compelled by law to re- 
gister with the requisite authorities in India all mortgages and charges 
effected by them, either in India or in the land of their incorporation, and should, 
maintain a register of all such mortgages and charges for the inspection of the 
public in India, as has to be done at present by all indigenous banhs registered 
under the Indian Companies Act, 1913. Moreover, in the case of the winding 
up of any British or foreign bank doing business in India, Indian creditors 
and shareholders should have a priority, or a first charge, over the bank’s, 
assets in India without prejudice to their rights over the assets of the bank 
situated oirtsidc India. 


Form “ G ”. 

6. I am of opinion that Form “ G ” which has to be exlubited by all 
banks iir India under Section 13G of the Indian Companies Act, 1913, is defec- 
tive in some essential respects, does not meet with the requirements of the 
public, and, therefore, needs substantial revision. It does not show a banlt’s 
liabilities on Current Accounts, Call Deposits, Savings Bank Accounts, 
fixed deposits, etc., nor does it show liabilities which are secured fully or 
partly against the bank’s assets. Regarding the assets of the bank it omits to- 
show cash credits, loans, overdrafts, securities other than Government securi- 
ties, and- shares in joint stock companies quotable on the Stock Exchange. 
It appears that the main idea of exhibiting Form “ G ” at a conspicuous 
place at the head office and each of- the branches of a bank is to show to the 
public the position of the bank in connection with its liqtiid assets on the one 
, hand, and liabilities at call or for fixed period on the other. If that be so, 
then the present Form hardly serves that purpose . I, therefore , suggest that 
Form “ G ” should be revised on the lines shown in Appendix I and that 
it should be made compulsory for all banks working in India, and that it 
should be prepared on the last day of every month and displayed as at present. 


Profit and Loss Account. 

7. I may draw the attention of your Committee to the provisions of the 
new English Companies Act of 1929 under which it is now obligatory for a 
public limited compnay to publish and file at least once in every year its last 
audited profit and loss account with the Board of Trade in addition to the 
balance sheet. I suggest that a similar provision should also be made in 
connection with all banks worldng in India and that a pro forma profit and 
loss account should be prescribed by law, and that all banks should be com- 
pelled to follow it so far as is possible. 

Form “ F ” [Balance Sheet). 

. 8. (a) I aih of opinion that the present Form “ F ” (for Balance Sheet) 
as prescribed under Section 132 of the Indian Companies Act, 1913, according 
to which banks registered in India have to publish their annual balance 
sheets needs substantial revision on the lines shown in Appendix II. It is 
suggested that all non-Indian banks working in India, wbatever be the 
country of their incorporation, should be compelled to publish in the pres- 
cribed Form “F” audited balance sheets of their affairs in India as has 
been the case so far with the banks registered in India. 



8. (6) The present practice of publishing audited balance sheets of 
§oint stock banlcs registered in India, at least once in every financial year, be 
■Continued and that all banks working in India, wherever registered, should be 
=eoinpelled to do likewise. 

8. (c) In connection with the item of debts considered good appear- 
•Ing in the balance sheet it is very necessary that the various classes of the 
'ilebts, and the nature of securities against which they are secured, should be 
clearly slated in the balance sheet in a classified form as mentioned in 
'Appendix II above referred to. 


Bad and Doubtful Debts. 


8. (d) In connection with the item of bad and doubtful debts I would 
like to draw the attention of your Committee to the rule recently promulgated 
by the Government of India under which banks are permitted not to disclose 
•the item of doubtful debts on the face of the balance sheet in regard to which 
provision has been made to the satisfaction of the auditors. Before that 
recent change it was usual to show such doubtful or bad debts clearly in the 
balance sheet together with the provision made therefor. I believe that the 
said change cannot be said to be in the best inteiests of the creditors or de- 
positors of a bank, nor of the investing or commercial public. In my o])inion 
a balance sheet so prepared can be said, only after a stretch of imagination, 
'“to exhibit a true and correct view ” of the state of a bank’s affairs and is 
potentially of much mischief as can be easily luiderstood. Moreover, an 
auditor of a bank being not an expert in the technics of banldng it is too much 
lor him to know exactly whether particular debts wliieb are doubtful have 
been fully covered in some way or not. He will then have to rep]37^ on the 
information and explanations given to him bj’- tlie bank’s ofiicials who are 
evidently interested parties. Moreover, owing to this amendment the auditor 
is left to be the sole arbitrator to decide whether ample provision has been 
made for all bad and doubtful debts which would enable the bank’s officinls 
to efface altogether the whole item of such bad and doubtful debts from the 
'balance sheet. Such a position is cleai'lj'^ Y(?ry risky and unsatisfactory from 
all points of view, I, therefore, submit that as was the case uptill recently 
•before the jjromulgation of the rule above referred to bad and doubtful debts 
•of a bank should be clearty and separately shovn in the balance sheet of the 
bank. 


8. (e) Loans granted by a bank to a limited company, any directois 
'Of which are also directors of the lending banlv, should be separately shown. 
'Similarly, loans granted to a limited company in which any of the bank’s 
directors are members of the managing agents’ firm, should also be stated 
■separately. 


8. (/) Loans granted by a bank to its dh’ectors, managing director, 
manager, and secretarj^, including the sums repaid by them -during the cur- 
^ financial year, should be stated separateh’ in the balance sheet 
with proper classifications. They .should not be mixed up under 'one heading 
wit'h the loans granted by the bank 1 o its other officers and employees. 


8. (g) Investments of a bank should be classified as (11 Trustee securities, 
-iZ) snares in ]omt stock companies quoted on the Stock Exchange, (3) 

i s^Ses^ SaUt sT and (5) other scrips and papers . 

suggest that It should be made obligatory by law that all investments of the 
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kinds referred to in this paragraph, which are held by a bank should be valued 
for the purposes of its balance sheet at or under maiket pr-ce, and that this 
fact should be clearly stated on the face of the balance sheet. 

8. ih) I suggest that reserve and other funds created by a bank for 
specific purposes should be separately stated in the balance sheet and should 
not be lumped up under one heading. 

8. (i) Liabilities of a bank on current accounts, savings bank accounts 
fixed deposit accounts, as well as liabilities for bills accepted, and loans 
borrowed from other banks should also be stated separately and should not 

, be mixed up under one heading. 

A Special Stalaie. 

9. Banks which are limited liability companies registered in India are 
at present governed b^’' the law of joint stock companies in India. In my 
opinion that position might he improved upon with a view to regulate banking 
rn India along more liealtby and progressive lines. AH banles working in India, 
whether registered in India or elsewhere, should be governed by a separate 
and comprehensive Act of the Indian Legislature as is the case with insurance 
companies, co-operative societies, provident insurance societies, etc. In 
this connection I suggest that no bank in India should he aUowad to start 
or carry ou its business unless at lea.st 25 per cent, of its subscribed capita) 
is paid up. 


Uncalled Capital. 

10. I am of opinion that there should be a statutory obligation on all 
banks, whose head oflSces or subsidiaries are registered in India, that they 

'Shall not create any mortgages or charges on their uncalled capital, or any 
part thereof, at any time during their existence. Such a 2 Drovision will go a 
long way to protect the interests of the creditors of the banks and would 
stimulate greater confidence in the minds of the investing public as to the 
position of banles and banking institutions in the country. 

SybUm oj Managing Agency . 

11. I am of opinion that the system of managing agency as applied to 
joint stock banks in India is both unnecessary and undesirable. Almost all 
leading banks in India at present, Indian as well as non-Indian, are being 
run without being controlled by managing agents, and there is no reason why 
as a result of the experience gained of the system of managing agency in India , 
a statutory provision should not be made before it is too late prohibiting the 
ndvent of managing agents in the field of hanking. 

Composition of the Board of Directors. 

12. Regarding the composition of the Board of Directors of a bank regis- 
tered in India, I suggest tliat looking to the vast interests of the creditor.^ 
and of the investing and commercial public, it will be desirable and ecjuitable 
if some scheme is evolved under which a substantial number of directors of a 
bank are elected by the depositors of the bank who are not also its shareholders 
■and who include among themselves the holders of current savings bank 
■or fixed deposit accounts and who have balances to their credit during the 



major portion of a financial year of at least some miniinu7n amounts to be 
fixed It may be pointed out here that a similar practice is folloived by some 
life assurance eompanies in which some of the directors and even auditors 
are elected by the policy-holders.^ I commend to your Committee the healthy 
and progressive principle underlying this practice. 

Voting at General Meeting. 

1.3. I suggest that in order to protect the interests of small and middle- 
class investomand with a view to determine the interests of large .sliareholders 
within reasonable bounds, there should be some statutory provision under 
which the power of voting of shareholders holding a number of shares larger 
than a fixed number is effecth’ely and proportionately curtailed. Such a 
practice will minimise the adverse efi'cct of block votes controlled by persons 
who think that they have preponderating vested interests of their own in the 
affairs of limited liability concerns including banks. Pnrthor, such a statutory 
provision will create a feeling of greater safety and confidence in the minds 
of the middle-class investors who.se voice at the present moment is not 
effectivelj heard in the management of joint stock concerns.^ I understand 
that the course suggested in this paragraph is already in vogue in the case of a 
few well-known baiilrs in India and Great Britain. 


Government Examiners of Ban!: Acconnls. 


14. I am in favour of the audit and examination of bank accounts by 
Government examiners in addition to the usual audit on behalf of the share- 
holders of the bank by the auditors appointed by them. Such a course may 
tend to inspire greater confidence in the minds of the investing public in India^ 
Moreover, the interests of the creditors and depositors of banks can bo effec- 
tively looked after by a neutral and impartial ngenej” like that of the Govern- 
ment Examiners of Bank Accounts. I may here invite the attention of your 
Committee to paragraph 11 of tlie Report of the External Capital Committee 
in which a reference has been made by that Committee to the same question. 
Eor your reference paragraph 11 of the said Report is quoted licreunder : — 


“ There is a marked trend of opinion in many of the replies that Govern- 
ment should take a more active part in wateljing over the 
development of banks. Professor Stanley Jovon.s is ‘ of opinion 
that the development by banking oiganisation in India would 
be greatly stimulated if tlie Government of India would under- 
take the inspection of joint .stock banlc.^, to see that proper 
practices are being obscived, and particularly to detect trans- 
actions detrimental to the interests of depositois and share- 
holders at an early stage, and b}’ fear of detection to prevent 
them.’ He is followed by Dr. Gilbert Slater who is also in 
ravour of the examination of the .suggestion that there should 
a department for the registration and inspection of limited 
liability companies with a competent staff of auditors and powers 
to detect and penalise fraud. * * * * ” 


I may also point out that, a somcAvhat similar course i.s followed by many 

^ in Western India registered under the Bombay Co- 
f Regarding the qualifications of these cxaiin'ners 

un s am of opiuicn that they sliould be persons who are trained and 
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qualified and havp passed m India the final examination for the diploma 
of'I.B.A. ’’(Indian EegisU^red Accountant) under the Indian Comnanies 
^Amendmentl Act, 1930. 


Auditors, 

15. I am of opinion tliat any persona may he appointed as Auditors of 
hanks woikifig in India whoap names are emollrd on the Indian Register of 
Accounlants, shortly to he opened under the authority of the Governor-Gen- 
eral-iii-Council under the Indian Companies (Amendment) Act, 1930. I 
am strongly against the idea of restricting the selection of hank auditors to 
only a few among the qualifit d auditors referred to above who may he 
favoured by government with some kind of special permits to conduct hank 
audits. The final arbiters or selectors of auditors should he the investing 
public themselves. 

16. In this oonnection I draw your attention to the provisions of the 
IDominion of Canada Bank Act, 1923, under which auditors of Canadian 
banks are appointed every yoar by the shareholders on condition that no 
auditor or firm of auditors shall remain in office for more than two consecutive 
years. For the information of your Committee the relative Clause of the Act 
i<! .quoted hereunder : 

“ The shareholders shall at each annual general meeting appoint two 
persons, not members of the same firm, whose names are in- 
cluded in the last published list, to audit the affairs of the hank, 
hut if the same two persons or members respectively of the same 
two firms have been appointed for two years in succession to 
audit the affairs of any bank, one such person or any member 
of one such firm shall not be again appointed to audit the affairs 
of such bank during the period of two years next following the 
term for which he was last appointed. ” 

On the lines of the ])rovisions of the aforesaid Canadian Act I strongly 
urge that under a statutory obligation there should be at least two auditors 
■or firms of auditors of every bank working in India, Indian as well as non- 
Indian, that no auditor or fiim of auditors of a hank shall remain in office for 
more than two conse cutivr years, and that once an auditor or a firm of auditors 
has vacated the office foi any re ason whatever, be or it should not be appointed 
.as auditors of the same bank for the next follou'ing seven, five or at least 
three years consecutively. I should emphatically say that in any scht me for 
the regulation of banking in India in near future a statutory provision for the 
appointment of bank’s auditors should be made along the lines referred to 
above. Such a provision vill give more chances to the investing jmblic to 
have control over audit ois and will give the publio greater utility of the 
services of qualified pi rsons like piofcssional accountants and auditors. 
I may here point out that the disclosures made in the cases of the liquidation 
of some joint stock banks amply justify the pressing need of a statutory 
provision in India on the lines of the Dominion of Canada Bank Act, 1923, 
referred to herein. Such a provision uill go a long way in inspiring the con- 
fidence of the public, which ’s at present lacking in the stability of banks 
and banking institutions in India, and consequently would indirectly help 
to minimise the habit of hoarding among the Indian public. 

17. Banks should b'e prohibited by law from granting loans to their 
.auditors either jointly with other persons or severally, on short or long term, 

VoL. II M 
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with, or without security. Looking to the xDOsition occupied by a bank’s- 
auditors it is imperative tliat such advances made either directly or indirectly 
should be prohibited by law on principles of public policy. Such advances 
are prohibited by statutes in many countries, e.g., in the State of Victoria 
(Au.4ralia) and in Canada by their respective Companies Act of 3915 and t.he- 
Bank Act of 1923. Por the information of your Committee I quote hereunder 
Section 120 (4) of the Companies Act, 1915, of the State of Victoria (Australia).. 

“ No person shall be competent to be appointed or act as auditor who 
is* or becomes indebted to the company. If any person after 
' being appointed an auditor becomes indebted to the company 
his olSce shall thereupon become vacant.” 

18, I may here drav-- the attention of your Committee to an unhealthy 
practice that is increasingly followed in the case of banks and limited liability 
companies. Under the Indian Companies Act, 1913, th«. remuneration of 
auditors is fixed as laid down under Section 144 (9) at general meetings of the 
companies or hanks concerned. This remnni-Tation is dci'med only for 
auditing the balance sheets of the companies.' In addition to this remu- 
neration fixed by the shareholders, auditors are frequently paid by the 
directors, managing agents, or other officers of the companies concerned some 
extra fees, charges, or temuneration for doing accountancy woik or for render- 
ing some extra professional services. Sometimes it happens that this kind 
of extra remuneration paid to the auditors at the absolute discretion* of the 
directors or officers is much larger than that voted by the shareholders at 
annual general meetings. This private extra remuneration to auditors is not 
paid with the sanction of the shareholders, nor is it even brought to their notice. 
Obviously such a practice is against the spirit of tlie procedure of voting the 
remuneration of auditors publicly at general meetings of shareholders.- I,, 
therefore, emphatically urge that there .should be a statutory obligation in 
future that any remuneration, allowances, fees, charges, etc., paid to auditors- 
for any kind of service rendered by them should be sanctioned or confirmed by 
the shareholders, and further that the aggregate amount of sucli fees, remu- 
neration, etc., should be clearly stated on the face of the profit and loss' 
accounts of the banks vithout being lumped up *ivith any other item of ex- 
penditure, e.g., directors’ fees and allowances. 


Indemnity Clause, etc. 

19. I find that of late there is an increasing tendency to insert an In- 
demnity Clause in the Articles of Association of joint stock companies in India 
relieving tlieir directors and auditors from all liability for neghgence in 
discharge of their duties exccfjt on the grounds of wilful default or dishonesty. 
I suggest that, as has been done under the new English Comjjanics Act, 1929, 
such a clause be declared void in the case of banks' in India. I also suggest 
that the auditors of a hank should be allowed to attend all general meetings 
of the bank without any hindiance. 


Rights of Prosecution. 

^ 20. It IS suggested in certain quarter.s that tlie right that is at present 
enjoyed by a shareholder under Section 282 of the Indian Companies Act, 
bant ciiramal proceedings against the directors and officers of a 

bank should be substantially curtailed e.specia]Iy in the ease of a bank, and 
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that a shareboMer should be compelled to obtain the previous sanctiou of Ibe 
Honourable the Advocate-General, or of the Public Prosecutor, or of a Judge- 
in-Chambers before instituting proceedings against the directors or officers 
of a company or a barik registered under the Aet, I am of opinion that on 
the "whole this right given to the shareholders has been v'istly and properly 
exercised by them and that a good case has not been made out for a change in the 
existing law. Moreover, the Honourable the Advocate-General, or the 
Public Prosecutor, or the Honourable the Jiidge-in-Chamher •will have to give 
his sanction if a 'prima facie case for prosecution has been made out before 
him. The very fact that the sanction lias been granted by such a high legal 
or judicial authority in the country will he sufficient to create a panic or a 
prejudice against the hank in question and the depositors and creditors may 
make a rush to withdraw their funds fi om the hank. Even though afterwards 
the prosecution may collapse, sufficient harm to the credit of the hank will 
have been done before that time. On the other hand, if a prosecution is 
instituted by an individual shareholder on his own initiative and without the 
formality suggested in the quarters referred to ahovci it is not likely to create, 
the same kind of panic. Moreover, the change as proposed ■will he vexatious to 
the shareholders and creditors as a whole. I would Like to point out that this 
right of prosecution is a very valuable and equitable right and has resulted 
often in disclosing to shareholders some important facts relating to joint 
stock companies in India. Under the circumstances I do not favour the 
curtailment of this equitable right that is enjoyed at present by the shareholders 
of companies very judiciously on the "whole. 


Jneolveni Directors and Officers. 

21. I would suggest that there should be a legal prohibition against 
anybody who has become a bankrupt, or filed a schedule in bankrujjtcy bom. 
being allowed to be a director, inanaging director, or manager of a bank, 
worl^ng in India. I note that a some what similar recommendation was macle 
in the Report of the “ Greene Committee ” (paragraphs 66 and 67) that was 
appointedtore'vise the old English Companies Act, 19C8. 


Loans io Directors and Officers. 

22. I am of oprinion that advances to directors of a bank either jointly 
or se'^erally without full security should be prohibited. The amount of all 
loans advanced to or guaranteed by a director (and any amounts repaid) 
during the period, and the nature and amount of security given by him to 

’ cover the loans should be clearly stated in the balance sheet. Moreover,, 
any loan granted to a director should be authorised by the Board of Directors 
of the hank. If, however, for any reason yom Committee decides not to 
recommend a statutory prohibition against the grant ^ of loans to directors 
of a hank without full security, then it should be provided that such loaus or 
advances given to a director (including loans or advances^ repaid) are 
clearly and separately stated in the balance sheet as shown in Appendix 

23. I suggest that loans granted io or guaranteed by other offices uf 
employees of a banlc of whatever amount should be authorised by the Board 
of Directors and should be clearly and separatel}’' stated in the balance sheet 
as shown in Appendix II. 


M 2 
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Droperties wHcli otherwise would have found their rightful place in financing 
the^ trade, commerce and industries of the country. In this connection! 
may add that in Canada a similar provision has been enacted under the 
Doimnion of Canada Bank Act of 1923 and it luns as hereunder : — 

“No hank shall hold any real or imirovahlf pioperty, howsoever 
acquired, except such as is required for its ovTi use, for any 
period exceeding seven years from the date of the acquisition 
thereof, or any extension of such periods as in this Section 
provided, and such property shall he absolutely sold or disposed 
of within such period, as the case may he, so that the bank shall 
no longer retain any interest therein by way of security. 

** The Treasury Board may direct that the time for the sale or disposal 
of any such real or immovable property shall he extended for $s 
fimther period or periods, not to exceed five years. 

“The whole period during which the bank may so hold such property- 
under the foregoing provisions of this Section shall not exceed 
twelve years from the date of the acquisition thereof. ” 

31. In conclusion I may add that I have not attempted to deal with all 
questions set forth in the questionnaire of your Committee but, as mentioned 
before, have only touched upon those points regarding the accounts, audit, 
and organisation of banks in India that present themselves frequently to the 
notice of auditors. 



APKENDIX I; 

I , I ) 1 ' 1 

Proposed Form “ 01" foryBanks.^ 

1. The share capital of the Bank is Rs. 

shares of Rs. ' ' each. 

2. The number of shares issued in . Calls to the amount of 

Rs. ' per share Have been made, under ivhich the sum of 

^ I 1 • J if » ^ I 


divided into 


'Rs. 


has been received. 


S. Uncalled liability of the shareholders on 
IS Rs. ‘ ' ' " 'at Rs. ' per share. 

4. The liabilities of the Bank on 

(а) On Current Accounts, Call Deposits and Savings Bank 

‘ Accounts ...... ' . 

(б) Fixed Deposits ..... 

(c) Dae to Banks, Agents and Correspondents 

(a) Due under the security of the whole of the assets sho^vn 
’below- ^ ‘ 


shares subscribed 

were : — 
rBs.1 


(e) Due under the security of the part of the assets shown 
belo^v “ ....... 

(/) Bills payable and other sums due by the bank | 

S. The assets of the Bank on were : — 


(a) Cash in hand, at Banks, and bullion on hand 

(b) Government and Trustee Securities at or below market 

price 

(c) Shares in Joino-stook companies quoted on the Stock 

Exchange at or below market price .... 

(d) Other Securities and papers .... 

(c) Cash Credits, Loans, and Overdrafts . , 

(/) Bills discounted loss rebato thereon , 
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APPENDIX II. 


Proposed Form « F ” for Banks. 


Capital and Liabilities. 

<j9pital — 

Authorised Capital shares 

of Ra. each 

I^ued Capital shares 

of Rs. each ... 

•Subscribed Capital shares 

of Rs. each • . 


Property and Assets. 

Cash . — 


Cash in hand . , 

Cash at Bankers 
Deposits at Call and Short 
Notice . . . . 

Bullion in hand 


Amount called up at Rs. 
per share less calls unpaid . 


Funds — 

Reserve Rund , 

Contingonty Fund 

Bad & Doubtful Debts 
Reserve 

Investments Fluctuation 
Reserve . 

Buildings Depreciation 
Fima . 

Employees’ Provident 
Fund Rs. less Invest- 
ments for the Pro- 
vident Fund Rs. . - 

'(Stating kinds and 
mode of valuation 
of the Investments) 


Jjiabililies — 

Current and Savings Banlc De- 
posits. .... 

Fixed Deposits 

Debts due to Banks, Agents, etc., 
fully secured against Securi- 
ties as per contra. (Stating 
the nature of Securities) 

Debts due to Banks, Agents, 
etc., unsecured 

Bills payable 

Acceptances for customers as 
per contra 

Bills for collection — being Bills 
Receivable as per contra 


Investments — 

Trustee or Gilt-edged Securi- 
ties. .... 

Debentures of Joint-stock 
Companies 

Shares in Joint-stock Com- 
panies quoted on the stock 
Exchange (at cost or mar- 
ket price, or where this is 
not possible, on some 
other basis which must be 
specified) . . . 


Shares in Subsidiary Com- ’ 
pnm'es .... 
Other scrips and papers 


Loans and other Advances — 
Cash Credits and Demand 
Advances 

liOans .... 
Bills Discounted 


Parlmilars required hy Act 
VII of 1913— 

(1) Debts considered good 
which are secured against 
the following securities : — 


Sundry Creditors . 
Unclaimed Dividends 
Rebate on Buis Discounted 
Profit and Loss Account : — 


(a) Government Loans, 
Bonds, other Trustee 
or Gilt-edged Securities. 

(b) Debentures oi Joint- 

stock Companies. 

(c) Shares in Joint-stock 

Companies quoted on 
the Stock Exchange. 

(d) Other scrips and papers . 

(e) Immovable property. 


Carried over Rs. 


Carried over Re. 
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Proposed Form " F ” for BanTcs—contS.. 

Brought over Rs. Brought over Ks. 

(2) Debts considered good 
secured by personal liabi- 
lity of one or more parties 
as under ; — 

(а) Debts duo on Bills 

Discounted. 

(б) Debts due on joint and 

several Pro. Notes. 

(c) Debts duo on tempo- 
rary Overdrafts, De- 
mand, Cash Credits, 

Personal Security, etc. 

(3) Debts duo or guaranteed 
by Directors of the Banks- 
personally or jointly with- 
other persons and fully se- 
cured. 

(4) Debts duo or guaranteed 
by Directors of the Bank 
personally ^vithout security.. 

(.')) Debts due or guaranteed 
by Directors of tho Bank 
jointly v-ith other persons 
and remaining unsecured,. 

(0) Debts duo by Joint stock 

Companies guaranteed by 
their Managing Agents, a 
Director of tho Bank being 
a member of tho firm of 
IManaging Agents. 

(7) Debts duo or guaranteed 
by Auditors of tho Bnnk 
porsonally or jointly with 
other pei-son.s cither with or 
•without security. 

(5) Debts duo or guaranteed 
by olhcers of the Bank 
other than Directors and 
Auditors i)orsonnlIy or 
jointly witii otlier persons, 
and remaining unsecured. 

(9) Debts due by ofiicors of 
the bank other than Diroc- 
tore and Auditors per- 
sonally or jointly with 
other persons, and fully 
secured. 

(10) Debts considered bad or 
doubtful. 


BUIb Recoivablo as per con- 
tra and Treasury Bills. 

Customers for acceptances 
per contra. 

Land and Buildings (at cost) 
less Depreciation -written 
oft'. 

Furniture and Fixtures (at 
cost) less Depreciation 
written off. 

Other Assets 


Total Rs. . Total Rs. 

Contingent Liabilities : 
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Statement ol evidence submitled by Hr. S. V. Ayyar, M.A., The Duiversity 

Dacca. ' 

1. Btinhiug Education. 

Tljcro ore a number of Universities in India at the present time wliich 
purport- to give n training in banking as part of a course in. commerce lead- 
ing up to n degree. The Bydcnlmni College at Doinbay is one of the most 
important of the many institutions that seek to do something in this- 
inatter. At Cawnpore, at Calcutta, at Dacca, at Lahore, and also 
at Lucknow and Allnhnbnd attempts have been made to prepare students 
for a commerce degree and in the course of studies, ‘banking’ takes- a- 
not vtry^ important jdacc. 7ji my view most of these courses at these 
l-niverfitios are a mere (‘yc-\vn''ii to piiiciita llm so-called public opinion of 
(Icinoeratir-ed liniv( r.->itier and aufi’er Ibiough lack of co-ordmalion not only 
of the Lnivt'r;-it Sad ab-r, of the bi't.-nes'-nien in most of these centres. 

I have been for a number of yearf: connected with the ]3oard of Studios in 

Commerce at- Dnm. but so far I am yet to sec that the mercantile com- 

munitv eillur at D.accn or Xarninganj takes n genuine interest in the pro- 
gress of the Dfpmlnn nt of ('Vimmerce at (be University. I do not believe 
that ether C'^'iitrcs bavo been brilliantly .‘jucccssful in making their courses- 
practical. Studaut-; have little opportunity to see a good bank at work 

.nufl in cn'‘( ; tia-y do not have a clonr idea of tlic many functions 

of n bank and lu-.v,- sueli functions are discharged. Further, ideas of 
rwpon^vibiliiy and c]!arru't''r which are of the (•s'^cncc of a banker's life- 
can only hr- reab^-'d v. ja-n younp men see things for tbomsclvcs- Obviously 
a te.xt-boak on banking cannot take a young man very far. Hy deliberate 
injpre-'*^-ion ir Ibat niih'f,.; roirietbing is done to ro ])0 in tlio mercantile 
comrnuniiy — i^rdb ImH.'-n mn! European — and create in them .an interest 
in the training at tn** colb-ges our work v.’ould be a liopelcss waste. 

P, Opporttnu'iii'n for young men. 

I nm of the view tlial tliere is very little pcopo for a successful young 
in.an out of co’Icre in the banking world in India. Except for an occasional 
probationerrbip in the. Imperial, there are no safe billets in banks in India. 
Bank.B have not .slire.vn nnv very pronounced preference for our economics 
or romnipree "raduntrs, i know of cases wbero the Imperial Bank has 
taken men with n d'^greo in Philo'^opbv or Science as probationers. The 
Indian Bank at Alndrns is nEo^ .^bowing some encouragement. But the 
prospects are far from encouraging. 

'ibis difTicuUy in rny view is again Iho result of an indifference of the 
responsdilo banking leaders to the educational system. They would neither 
as.sist nor correct, and the result is again a great loss of human material 
at the Universities. 

I hnv'p. not much faith in sending out young men to countries oulsjde - 
India unless it be that in the meantime wo can re-arrange the banking- 
|K5SBibiHlies in tlio country, Tbo boat tbmg would be to send out some- 
persons who arc already in employment with a view to tneir being more- 
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‘useful to the bank which would receive them on their return. An Institute 
«of Bankers in which a beginning has already been rnade in India would 
undoubtedly go a long way to correlated and developed banlang education. 
'The Institute must devise some workable scheme by which students from 
colleges after a theoi'etical course may be able to have a practical traimng 
at some bank recognised by the Institute and for a period prescribed by 
the Institute. But if the Institute is to succeed, obviously there ought 
’•to be very good co-operation from, as well as, of banks of all kinds in 
In dial. 

The ^ education of the indigenous bankers is essentially traditional, but 
■also wonderfully practical. I believe something may be done to improve 
"their business outlook by arranging short courses of instruction through 
■the means of the vernacular on the principles of banking. This work can 
^be done under the joint auspices of the Institute of Bankers and the 
Universities. The film can also be utilised considerably to interest the 
*, people in the romance of banking and its close connection with a nation’s 
' progress or decay. 

The present position is distressing in the extreme and I believe the 

• time has come for a great ‘drive’ in the development of banking of all sorts 
in India. If only Government had devoted as much attention to the 
general development of banking as they did in the matter of ‘co-operative 
bank’ng’, a great deal would have been achieved by now. We have not 
studied indigenous banking properly or sympathetically and we have built 

‘from above. The result is that we have banlring of sorts, but it is 

• supremely wasteful and unorganised. 

General Banking Organisation. 

I am deliberately of opinion that the time has come when the Imperial 
Bank of India must be re-organised. It has so far occupied a very peculiar 
"place in the banking world of India, and while not denying the great 

■ services it has done I cannot help feeling that had it not occupied the 
position of the Government banker exclusively, other hanks would have 
been worked up. Neither in composition nor in policy was it a State 
bank with the responsibilities attaching to that position and if it had a pro- 
gressive policy, it might have gone further in doing good to the couutrA\ I 
am of opinion that a Central Bank is imperatively necessary and the earlier 
a decision is arrived at on this matter the heUer for tlie country. It 
ought to be possible for Government to come to an understanding with 
the Legislature as to the actual details of the organization for there was 
not much difference of opinion about the need. 

So long as the Imperial Bank is what it is, real co-operation would 
be difficult, if not impossible — for reasons which it is not necessary here to 
enter into in detail. 

^ A system of registration of indigenous bankers would go some way to 
bring about some co-operation between the indigenous and other banks. 

^ My answer to question 14 of section 5 would be this : I would welcome 
-■ah methods suggested, provided that foreign capital does not mean 
-foreign agency for the work in India. But I v^ould certainly f^'c! that 

■ tapping internal resources is by far the most important. Government’s 
- setting apart a^ portion ot its receipt from cash certificates as also savings 

■ bank deposits is also a move in the proper direction. 
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In the mafctei’ of the establishment ot a Central Bank in India mv 
•view is that the history of th© question has shown that the ‘better is 
always the enemy of the good’. A shareholders’ bank may be desirable 
;judged from the experience of some western nations, but the peculiar 
icircumstances of India make it necessary to consider the question from 
iraany standpoints. I believe that if the Government of India would agree 
that^ only Indian subjects of His Majesty — ^including those with' aV Indian 
■ domicile — shall be entitled to hold shares 'in the Central Bank and that 
po transfers to non-Indians would be allowed without the approval of 
Government, a great part of the suspicion would cease, and India may 
still have a shareholders] Central Bank. If the idea of a Central Bank 
as apart from the Imperial Bank is accepted as desirablfe, then, whatever 
advantages are sought to be given to the Imperial Bank should in common 
fairness be extended to other approved banks. I do not think any compen- 
sation to the Imperial Bank at any stage is necessary or justified. If any- 
'thing, Government is entitled to ask for compensation. 


5. Regulation of Banking. 

I am certainly in favovu’ of audit and examination of bank accounts 
by examiners who would command the confidence of both Government 
and the public. I would suggest that Government and the Institute 
•of Bankers may co-operate to form a Board of examiners of accounts and 
the actual appointment to any bank for the time being may be done by 
the Institute subject to the approval of Government. The duties of the 
examiners should include apart from the actual examination of accounts 
the privilege of bringing to the notice of the Institute and through the 
Institute, of Government, any dangers in the work of any particular bank. 
He must be independent of •the bank whose accounts he is asked to examine. 
The cost of such examinations must and can be met by a contribution 
fiom each bank according to the work done b}’’ each or on the basis of 
paid-up capital. 

I do tliink some broad restrictions may be made, but the nature of 
such restrictions would require very serious consideration. I have not 
yet made up my mind about the details. 

Yes, I am in favour of defining by legislation the sphere of operations 
■of different classes of banks. 

I am very clear in my mind that foreign banks doing business in^ India 
•should not be allowed to do so without a license. I will include in my 
definition of the word ‘foreign’ for the purpose of this section British banks 
with head offices in the United Kingdom and controlled by Britishers. 

If the operations of any such banlr are of an all-India nature, the Gov- 
ernment of India may give the license, but otherwise the local Govern- 
ment must be the authority to decide. Licenses should be onljj^ for a 
short period and should be revocable at the discretion of Goverament. 
In every case a license fee ought to be charged. Government may ask 
for and receive the assiscance of the Institute of Bankers before deciding 
on issuing, renewing, or cancelling licenses to foreign banks. 

In regard to question 6, I feel very strongly that something shoirld be 
done to correlate the figures of authorised and subscribed capital. It is^ also 
necessary to insist that no joint stock bank should start business 
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unless it has a paid-up capital up to a minimum. There should also be 
some statutory provision that cash balances must have some relation to. 
the liabilities of banlfs. There is no doubt that it would be desirable that 
there should be a pi’O'vision in law that balance sheets should be prepared 
and published at any rate from month to month. 

I do not believe that as things are in the banking world, any scheme 
for regulation of expeditious liquidation by advance payment is possible, 
for this will obviously depend to a large degree on the co-operatbn of 
the banks which at the present time does not exist to such a desirable 
degree. A scheme may be possible when a Central Bank is established 
and when all banks in the country would be affiliated in some close degree 
with such an institution. 

Bank failures in India are as far as I know largely due to the^ abuse of 
their trust by bank directors and in some degree by speculation in invest- 
ing funds in questionable securities. It is extradinary that jointstock 
banks could give five and six per cent, interest to their customers on 
deposits when they themselves cannot reasonably invest at more than 
five per cent, unless they speculate. I have been surprised by the offer 
of some banks of five per cent, on floating deposits. I am also told that 
in some loan companies in Bengal interest is charged to those who take 
loans at rates which go up to 50 per cent, and move even when security 
is offered. Obviously either the security is worse than useless or we- 
have a new edition of the Mahajan in loan bank without his human sense. 
This is not business but fraud on the community. 

Question 12 is a very difficult one, but I think the time is not yet. I do 
not think the cases have been frequent and any legislation would at present 
defeat its purpose. In securing the good we may also secure the stupid. 
The onus of proof must always lie on the directors of the bank affected 
and in any case the idea of legislation may wait. 

I would suggest that Government may waive taxes on the profits of 
joint stock banks provided that such profits are utilised to develop a reserve 
fund and also to give a dividend on paid-up capital at a rate not exceeding 
5 per cent, for the first 5 years after the start. 


Section 1. 


Credit facilities for India’s main indvstrics, 

I believe assistance to industries can be given very much better than 
now. The difficulty is that the Imperial Bank which may be in a financial 
position to do it is prevented from doing certain things by the low creat- 
ing :t. firstly, rightly or wrongly it has been alleged that the same 
pxinc^les are not applied in granting loans or overdrafts as between Indian 
and European customers of the bank. It may or may not be true. 
Secrndlv, the bank has no definite industrial bias. Other banks — especially 
Indian-— are too much afraid to have a bold policy, and the example of the 
Xata Industrial is still in the minds of Indian bankers. 

I believe a re-organisation may be desirable and a separate department 
of technical advisers may be attached to some of the more important 
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1 V of nnv rate the advice of such a responsible body may be rnade 
^vSable to t4 banhs to assist them in coming to a decision about 

grant'no ’ -g established, an attempt can be made to start 

banks who would be in direct touch with the Central Sank and 
under their general direction about assisting industry. Cndoubt- 
aomfrestrictions on the grant of credit for industrial purposes would be 
eaiy some restn aangerous speculation, but this can to a certain degree 
necessary to p ^ o F recommendation of a body of 

and i^endLt men Iho have experience of the techniciue of 
?h6 industry concerned. 


V 
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No. 22. 

StatsDient of evidenco subniifted by Mr. J. M. Bdguley, I.C.S.^ Higb Courts 

of Judicature, Mandalay. 

The first thing that occurs to me on reading the questionnaire is “is this, 
a banking enquiry at all?”' And, if so, “what is meant by banking?” 

f ’ * 

I was born in a bank, and my idea v/hich is I think the English idea ' 
of a bank is an institution that accepts the money of the persons who deposit 
it with them for safekeeping, and under certain circumstances, allows them 
a low rate of interest on their deposits. The first duty of every English 
banker, brought up in the traditions of English banking, as typified by the 
“Big Eive,” is towards his depositors. Safety first is the motto all the 
time. It may be stodgy, it may be unenterprising, but it does result in 
banks into which the public can place their money, and make certain of 
getting it back again when they want it, or when it falls due. It is for 
this purpose that the “Big Eive” keep, absolutely unproductive, anything- 
from 10 to 12 per cent, of their total deposits in hard cash in their tills. 

Beading through the questionnaire there is practically no reference at 
all to depositors. In Part III, in connection with liquidation of banks one- 
does find reference to the proposed creation of something like secured depo- 
sits (question 11), with the idea, it would seem, of having some deposits- 
absolutely safe, while other deposits in a bank are to be regarded, it would 
appear, as more or less gambles, and gambles they would be if banks were 
to take on the role that seems to be envisaged in this enquiry, and lay 
themselves out to help industry beyond even the stage already reached 
by the German banks. The whole angle of vision of the inquiry seems 
to suggest that banks are moneylenders and financing houses, not money 
borrowers whose first duty ’s to the persons who have lent them the money. 
Becent years have, I coni.ider, justified the English practice thoroughly. 
Europe indulges in a war for over 4 years, the German Marks diminish to 
size of an electron. Wall Street may crash so that bankers loans there- 
halve themselves in a fortnight or so, one of the “Bi? Eive” takes a knock 
in the Hatry affair to the extent, it is whispered, of eight million sterling, 
but will any of them show it in their accounts or pass (or even reduce)' 
their dividend. I trow not. 

The present questionnaire appears to concern itself entirely with banks- 
as moneylenders and financing houses. The point of view is that this 
lending and financing shall be regarded entirely from the point of view 
of the borrower, not of the lender. The benefit of the producer and of 
the community at large is to be sought for, not the benefit of and the 
safety of the depositor. I am well aware that this is the day of the 
armchair theorist, and there is a certain school of thought which holds 
that banks have unlimited power to restore production and that a change 
in the financial policy of the Bank of England would reduce the number 
of unemployed in England even more rapidly than Lloyd George’s election 
cry claimed to be able to do, but not one of the people who hold .that 
view ever had any practical experience of the inner workings of a bank, 
it is_ armchair theory. The interest of the community is best served by 
making for safety, and ensuring that money put into a bank will be repaid 
when wanted, if it is oh cuiTent account and when the term of deposit 
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comes to an end, if it is a deposit account. Pinancin? is an essenH^r' 
part of business, and long term financing is very often required by indus- 
try, but long term loans cannot safely be made out of deposits pavSle 
at call, except to a very small percentage, and long term financing is tbe 
metier of financmg bouses who work with tlieb own capital, with loans 
made to them for long periods, or who have other sources of credit that 
will enable them to get loans from banks, which are payable at short notice 
and can be repaid at short notice if called in owing to then- other sources • 
of credit. 


The questionnaire adverts to co-operative banks. I would draw their 
attention to the co-operative movement in Bm-ma, and the blackened 
walls of the Mandalay Central Co-operative Bank. Also the recent report 
of the Buima Co-operative Enquiry Committee which no doubt they will 
be able to obtain. I know nothing about Indian co-operative banks, but 
in this 251'ovince there can be only one answer with regard to them, and 
that is, wind them up. 


Part I question 4 refers to banlrs specialising in dealings with special 
trades. I am unable to fathom the meaning of this. Is the idea that 
banks should endeavour to localize themselves to one particular trade, get- 
their deposits from that trade and make their advances to that trade also? 
What would happen to a bank that had done that to the rubber industry 
lately, or the coal mining industry at heme. Banking in a way is like 
insurance, w'here the distribution of risks in large numbers of units, each* 
small as compared with the total, results in safety. At the worst of a 
slump in a trade all firms, and sometimes their employes too, will be 
wanting overdrafts, and what would happen to a bank if all its customers 
wanted to overdraw at the same time? If the idea is that even such 
banks should collect deposits from the general public and specialize in one 
particular industry for making its loans and advances, it would again 
offend against the canon of safety first. All one’s eggs should not be put 
into one basket, still less should one borrow the eggs of the public and 
put them all into the same basket. The banker, even more than the 
msurance underwriter, ought to spread his risks, both geographically and 
also by spreading over as many industries as possible. I remember some 
years ago a successful agricultural bank that was thinking of splitting up- 
into a connected chain of district banks. I was asked for an opinion as- 
an outsider and I strongly urged against it. The district was too small 
a unit. It might be devastated by floods, cattle disease, sickness, or' 
some such calamity, which might have brought down one of the chain of 
banks which in its turn might have affected the others by loss of confi- 
dence, whereas if the banlc were kept one it could afford a loss in on e 
district. I am glad to say that the bank did not split up and has grown- 
ever since that date. 


The idea underlying the questionnaire seems to be that people who 
want to borrow cannot get the money they want from the banks. I have 
known many people who have failed in this way. But do good borrower^ 
fail to get loans? I fancy good borrowers can usually get what they want, 
and I see no reason wdiy Government or any Enquiry Committee should 
worry themselves about bad borrowers to w’-hom the an s wi no giv 
advntcos. Somethine mi-rlit perhaps be dene if the persopal law of some 
of the races of India could be altered. In tins Prownce, until refnlly 
there was a system whereby the Burmese Buddhist husband and wife had 
to be regard^ as joint owners of all property m eyery way. As one- 
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jiiiember of the bar once put it to me “if I go to the bank and borrow 
Ks, 1,000 and sign a pronote for it, I am liable to the bank for Its. 1,000, 
but as soon as 1 take the money, it becomes jointly acquired properly of 
myself and my wife, and its. 500 of it belongs to b-cr . Ihe result was 
.that if the Es. 1,000 were invested in buying a house, and afterwards the 
bank got a decree against the borrower for Es, 1,000 and sought to enforce 
it by attaching the house, the wife would come forward and claim a half 
-shai’e in the house, and she would get it too. In my own experience the 
Bank of Bengal at Akyab about the period 191G-18 lost any amount that 
•way. They had taken the husband’s signatures on bills and when they 
filed suits on the bills after they had been dishonoured and attached the 
property of the bori'owers, the wives came forward and claimed a. half 
interest in the property attached. If the Committee could get the history 
of the Bank of Bengal’s litigation at Akyab about that time they might 
'find something instructive. No wonder that the banks fought sh}'' of 
lending to Burmans. The only way was to get the wife to come and sign 
-all documents with her husband, and then there was always the possibility 
•of there being another wife, or of the lady who attended not being the 
chief wife. The difficulty has been somewhat obviated of late years by 
'the Eangoon High Court’s ruling in what is known as the kla Pning’s case, 
but the full repercussions of that case have not, as yet, been fully worked 
out. Shortly, the effect of that case is that wiien fhc liu.sband has 
borrowed for the purpose of legitimate business, the wife’s half share in 
the joint property is liable for the money boirowed by the hiK-band alone, 
but I do not think that the banks have ns yet cntii'cly got over their 
reluctance to lend to Burmese Buddhists, 

I believe that there is sometimes a similar difficulty about Hindu 
borrowers. If a Hindu borrows on the security of his joint family pro- 
perty and the money is not borrowed for purposes of nccc'^sity, or is 
■hon-owed for any purpose tinged with “immorality’’^ a somewhar wide 
and elastic term, the other members of Ihe family can recover the security 
as against the lender. 

Another difficulty that the banks have, came up in a case thaf: went 
to the Privy Council as the Bank of Bengal v. XT Ee Cynw Thu iV Co. It 
resulted in a judgment that cramped the style of the banks very much 
in making advances against title deeds deposit ed with them. The principle 
involved was as follows. X deposits title deeds of immoveable property 
v/itb the bank for his seasonal advances for, say, tlm paddy trade, Hfs 
liabilities at the end of the season are gi'ently reduced, or, ’perlmps, paid 
off enfrely, but the title deeds remain with tbi bank in anticipation of 
the next season. When the advances ni'o nil, or some comparatively 
small figure, the owner of the propertv executes a registered morigago 
deed of the property in favour of Y. Next season the hank advances once 
more on the security of these same title deeds which bad never left their 
possession, and v-hich were entiiHy unencumbered wlicn tbov were made 
over to them. At the end of the season the advances arc not paid off, 
and the bank seeks to realise its security. It will find ilint, tlie regi'^tered 
mortgage has priority over it. 

Mortgages by deposit are onlv valid in certain towns, vide the Transfer 
of Propei’tv Act. An amendment of the Act might nerhaps facilitate the 
getting of advances bv some persons, for. natnrnlly, after this Privy 
■Council decision some of the banks began to fight sbv of talcing title deeds 
as security. 



177 


As regards restrictions on banking business, as exemplified by the 
Annexiure at the end of the questionnaire, it would be interesting to know 
how far the things forbidden in Part II are really enforced. The proviso 
ngainst loans on mortgage used, to my personal knowledge, to be evaded 
by cex’tain branches of the Bank of Bengal by getting any name for a 
second name on a three months pronote, and then accepting deposit of 
title deeds as a nominal “collateral” security, whereas it was, as a matter 
•of fact, the principal and only security. The necessity for two names, 
I understand, is what brought into existence the thoroughly vicious system 
of having “managing agents”, in order that when a business required a 
second name to sign on its notes, the managing agents could do so, the 
two signatures often being vTitten by the same man with the same pen 
•at the same time. 

I would be very stronglj' averse to seeing banlcs in India taking to them- 
selves the position of banks in Germany and taking a lead in the promo- 
tion of business and getting a large proportion of their deposits invested 
in business. Such work should be undertaken by moneylenders or financing 
•houses out of their own capital and money, they can raise on long term 
loans on their own credit. I would suggest that legislation oh certain 
lines, some of which I have indicated, might enable some honest borrowers, 
to become good borrowers from the banker’s point of view, and thereby 
enable them to get advances such as they require. I would leave all 
others to moneylenders. They are the people who may indulge in the 
perfectly legitimate speculation of taking risks in return for a high rate 
•of interest such as banks do not, and have no right to, charge or expect. 
Being mostly smaller men, or at ’'any rate having smaller men as their 
agents in the bazaar, they can watch their borrowers more closely in a 
way in which the banks cannot watch them. It is no part of the busi- 
ness of a ba-nk to compete with the small moneylender. The Bank of 
Bengal did that in Akyab at the period I have indicated earlier in my 
note, and the result cost^ them several lakhs. 

Safety first is the motto for banks, and combined with that must He 
honesty, which has not, I fear, always been as present as it_ might be 
In some of the banks that have failed. With that strictly in view all the 
time, the confidence of the public will be increased and capital -will, in 
time, find its way into banking deposits, and the banking habit, with the 
•attending financial advantage to the country, will increase. 


N 
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2. Loans ouglit to be given to persons on the collateral security of their 
immovable property situated outside the city, i.e., in the mofussil without 
fvill stamp valiie f)oth in current and thavanai accounts. 

'3. Begarding additional provisions for special apphcation to (a) a private 
firm in India doing hanking business (b) a branch of a foreign firm whoso 
head office is located outside India doing banking business in India and (c) 
a branch of a foreign company whose head office is located outside India 
doing banking business in India and a foreign company doing banking 
business in India, I suggest that the capital borrowed in India should be 
irtiilised for banking purposes in India alone, and that the money should 
' not be sent out of India. To achieve thiy end it is highly desirable that it 
emanates from Government and is controlled by Legislature. 

I. 1 am of opinion that co-operative credit societies should be made to 
receive and encash cheques, getting the usual discount like other banks. 

5. I think that foreign banks should not be allowed to do hanking 
business in India unless they receive a licence. The District Collectors 
should have the power to issue, renew and cancel such licenses. 

6. The business methods of limited companies and joint 'stock com- 
panies 'are far from saitisfactory. Such kind of treatment as is meted 
out to Europeans, municipalities and other departments should be shown 
to Indian firms, banks and other companies in the matter of advances 
and rate of interest. 

7. The reserve fund of a bank, company or firm should on no account 
exceed 50 per cent, of the capital. Any amount found in excess of that 
should be distributed to the shareholders. 

8. Ah detailed in para. 3 below of section V, sufficient safeguards by 
means of legislature are to be placed so that neither the creditor nor the 
debtor is subject to fraud or deceit by dealings in an unlimited way. 

9. The plan for amalgamation or reconstruction instead of liquidation, 
in the interest of the public, is not sound I think. 

10. To reduce the cost. of liquidation, I think, that a committee may be 
foimed from and among the shareholders and the depositors of the bank 
by a majority of votes and that the committee be empowered to liquidate. 

12. Banks which are really stable should be legally protected against 
unjust attacks on their stability. 

13. The manager of the bank is to be legally empowered to determine 
the cases in which such protection should be extended and to take criminal 
action against the person making unjust attacks. 

14. The various taxes paid by banldng companies are: — 

(1) income-tax 

(2) super-tax 

(3) profession tax 

(4) 'municipal tax 

(5) revenue tax 

(6) education tax 

(7) duties (stamp and customs). ' 

The payment of these exorbitant taxes go a ’long way off in impeding the 
progress of banking business and in checking the development of banks. 
Proportionate reduction of taxes will tend to greater facilities and better- 
ment to the people at large. , 

N -2 
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27 . — Banlcing Education. 

Banldng, industrial, and agx-icultural education should be made com- 
pulsovy. The present state of education in these matters is far from 
satisfactory. Sufficient encouragement ought to be given to those, who 
alter finishing their course come out successful in the examination. 

y. — General. 

1. J.'efects in the organisation of banlrs, etc., can well be remedied byj 
co-operation amongst bankers themselves. 

2. The best way of affording protection to banks without entailing 
any hardship on hona fide customers is to determine what sort of business 
and to what limit should bo done. This is to be determined by a 
majority of votes of the shareholders or the partners. This is to be 
enforced by means of legislation. 

3. As has been pointed out in section 4, paragraph 8, I echo the voice 
of the people in that the interests of the creditors and debtors should be 
protected bv vays hereunder detailed. This will ward ofi* the difficulties,, 
unnecessary expenditure and litigation experienced by banks, companies 
and firms. 

(а) In each of the sub-registrar’s offices, as per the census account, a 
ledger should be opened for eveiy individual wherein ore to be found the 
extent of his or her immovables, the amount borrowed on personal 
liability, on the mortgage or hypothecation of the immovables and on 
securities, and the amount lent to others. Discharge of any of these 
should also find a place in that ledger. 

By this means a lender wll be on his guard and able to know the 
real status of the would-be debtor and the scope for deceit will be cut 
short and his advances will be libaitcd and in proportion to the status of 
the would-be debtor. Promissory notes, irrespective of the amount found 
therein, should be registered at a nominal fee. A charge on an estate 
is to be created in the order in wdiich a valuable security is registered — 
whether it is a pronote or a mortgage bond or a bond for mortgage with 
possession or a security. Properiie.s in existenco at the time of the 
registration of the valuable security as well as those that come into exist- 
ence afterwards are to be the charges until their discharge for the amounts 
bon'owed. 

(б) The present system of obtaining encumbrance certificate attended 
with much cost and little utility should be done away with at once. This 
can be replaced by a copy of the ledger mentioned in paragraph (a) supra 
which should be obtained for a small sum. 

(c) As the agiiculturists, men engaged in one or other of the industries 
and traders have to borrow constantly by mortgage, hypothecation or 
security and as the present stamp duty and co.st of registration are 
abnormally high and as they are put to much loss, these should be suffi- 
ciently curtailed. 

(d) In the matter of realisation of debts due to them, banks, companies 
and films experience much delay, annoyance and unnecessary expenses, 
and at times both the creditor and the debtor are driven to the verge of 
bankruptoy owing to the existing rules, their application and the enormous 

amount by way of Court fees. As a consequence the banking business 
is decreasing. 


(e) The plea of minority, benami and such other frivolous claims are 
set up as defences in suits on pronotes, hypothecation and security. This 
entails much expense, annoyance and delay to the party. 

(/) During the execution stage one is confronted with a series of obs- 
tacles and hindrances in realising the decree amount, in bringing to sale 
the property, in bidding at the sale, and in being put in physical possession 
of the 2)roperty delivered. The rules and orders of the Civil Procedure 
Code may with advantage be so modified as to give relief against all these 
evils. 

(g) A separate Court may be established where decrees and debts 
covered by mortgages, hypothecation and security without being filed in 
the Civil Courts in the ordinary way and without Court fees, may be execut- 
ed without much expense and the auction purchasers of the immovables in 
Court auction be put in actual possession of the aforesaid properties through 
the Divisional or Taluq Magistrates. 

(h) The entire amount borrowed by the managing member of a ]oint 
Hindu famil}’’ should be deemed one borrowed for the family and hence 
should be recoverable fi'om the joint family property. Hie jilea of 
minority, illegal or irntmoral consideration should not be set up as a defence. 

(i) If the borrower, on executing a valuable security, does not receive 
the amount specified therein, or if the lender does not give the valuable 
security made in his favour, the borrower should take steps to cancel the 
valuable security and should not in an action on those valuable securities 
set up the defence of failure of consideration. 

In addition to these I fully endorse the views expressed by the Madras 
Nattukottai Nagarathars Association in their report made to the Madras 
Provincial Banking Enquiry Committee. 



No. 24. 

btatement of ^evidence submitted by D. D. Kapur, Esquire, of Bewan 
Ohand and Sons, Bankers, Amritsar. 

II. — Financing of Foreign Trade. 

I have personal experience of foreign piecegoods import trade. 

The banks oflFcr facilities to the extent of 00/70 per cent. The balance 
is supplied by the importers. 

The foreign piecegoods for the Amritsar market are shipped to Karachi 
port and the relative shijoping documents (draft, relative invoices, bills 
of lading and insurance iDolicies) are sent by the shipper to a local 
exchange bank for collection. The importing firms have generally loan 
fUTangements vitb some local banks who clear the goods from the port 
'on behalf of the importei’s and have them forwarded to Amritsar on receiv- 
ing a margin of 30 to 40 per cent, from them and store the goods in 
iheir godowns. The interest on the money thus advanced is charged at 
•the current Imperial Panic Pate w’th a minimum of 7 per cent, and godown 
Tent per package is annas four per week cr part of a week. It comes to 
.rupees thirteen a year per package. 

In Amritsar the National Bank of India, Limited, the Chartered Bank 
•of India, Australia and China and the Allahabad Bank, Limited, have form, 
■ed themselves into a ‘trio of Associated banks’. They are gover*ned by set 
Tides which are generally not helpful to the best interests of the importers. 
"The average price of a cotton piecegoods package is about Bs. 450. "With 
,\7 per cent, interest minimum and Rs. 13 godonn rent per year per package 
of about Es. 450, the bonk charges under both the headings come to 10 
per cent., a year. The 3 banks mentioned above are the biggest exchange 
banks in Amritsar and having formed themselves into a trio of associated 
banks there is no competition between them. They have thus the upper- 
most hand. 

In Amritsar the National Bank of India, Limited, the Chartered Bank 
of India, Australia and China, and the Allahabad Bank, Limited, only sell 
exchange and as these three banks command the market their exchange 
policy is most unsatisfactory from the view point of an importer. In the 
matter of B. C. rate there is sometimes a difference of 1/16 or more 
between the rate fixed by them and that ruling at Bombay on the same 
day. Nobody can question their authority for a low rate and even if it is 
pointed out to them, it falls on deaf ears. 

In the case of forward booking they are supposed to give Bombay rate 
but here also they try to swallow as much as possible. Instances can be 
given when the rate of associated banks in Amritsar is 1/16 less than the 
forward exchange rate actually ruling in Bombay at the same time. 

Defying fair competition the associated banks in Amritsar do not 
acpent at par drafts on London on other banks in payment of drafts 
issued by the shippers. They charge 3/32 in exchange, t.c., discount 
■such drafts at about 3/16 per cent, less, or sometimes ^ per cent. less. 

The weak firms in Amritsar have great difficulties in securing any faci- 
lities from the banks. 

There should be a uniform rate of 6 per cent, interest and godown rent 
6 ould ^ot be more than Ps. 0-2-0 per week per package with a maximum 
or Ps. O-fi-O a month. Moreover, the banks should advance not less than 
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■75 per cent. The prices have come down to such a low level that there 
as absolutely no risk to the banks at this figure. 

A great difficulty is experienced by people dealing in Indian mill made 
•cloth. Nearly all the banks refuse to give the same facilities as for foreign 
piecegoods. They take shelter under a stereotyped phrase ‘Goods of First 
Class Mills’. It lies with the banks to classify the mills. Even if some 
iacilities are granted by the banks, their treatment in the matter is that 
of a stepmother. 

The credit instruments in use in the foreign trade are bills of lading 
-and railway receipts. The banks as stated above advance about 60/70 
per cent. i 

In the case of the associated banks their rate of interest never goes below 
7 per cent. It may 'go up as the Imperial Bank Bate is higher than 7 
per cent. But in the case of Imperial Bank their Bate is low during 
April /September and up during October/March. 

Since the fixation of exchange at 1/6 a rupee India's export trade 
has suffered terribly. It has indeed helped the dumping of the foreign 
goods into her markets but on the other hand the Indian exporter or to 
be more appropriate the Indian cultivator has been very hardly hit. He 
gets 16 annas for every 18 pence goods he sends to other countries. "While 
his competitors arc getting their full money back owing_ to well balanced 
-exchange of their countries, the Indian exporter gets 12?; per cent, less. 
To ael full value for his soods the f'xchange should either be I or he 
should sell at 12^ per cent, more, which is quite impossible. But goods 
have to be sold and to meet competition the Indian exporter has to cut 
down his price by 12^ per cent. If he does not do so, he must be beaten 
in coJupetitioTi and turned out of the markets. It is actually the case 
with the resultant consequence that India to-day is in the throes of eco- 
nomic revolution. The prices of her commodities have decreased so far 
■that the agriculturists are feeling the pinch of it.' Their buying power is 
curtailed. Unless the exchange is brought down to ^ India can never and 
will never economically prosper. 

The establishment of bonded warehouses is in itself good, provided they 
•are run on easjj' lines. Majority of Indian merchants ai’e ignorant of the 
English language and care should be taken so that they are not subject to 
tmnecessary trouble. I would personally recommend these bonded ware- 
houses. It would not only cultivate healthy competition but will also 
■open the eyes of those banks who show utter lack of sympathy to their 
constituents by charging Bs. 13 a year per package. 

V 

The port ti-ust warehousing chaz'ges are exorbitant and should be made 
as low as possible. I have known of cases where charges at the Calcutta 
■port have swallowed the major portion of the importer’s commission. 

It is on very rare occasions that banks release goods on Trust receipts 
apd only when their own money is not involved. It is under the instruc- 
tions of shippers. 

The pity of the whole situation is that Indian banks who wish to help 
their countiy’s industries have little money to give proper facilities, while 
foreign banks -vdCh large 'funds are unsympathetic in their dealings. The 
best remedy under the circumstances is chat foreign banks should not be 
•allowed to do banking business in India otherwise, than under a license 
with a clear term in it that they are to help the Indian industries. If they 
refuse -or do othermse, •fheir license should be cancelled. 
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jjj . — Eegulation of Banking. 

For6i°'ii Tjaiiljs sliould Dot b© allowed, to do banking businsss in India* 
without first obtaining a license from a Board to be appointed for this 
purpose by the Indian Legislature. It should include majority of Indian 
on it. The primary- duty of such banks should be to give as much faci- 
lities' as possible to the Indian industries, trade and commerce. The 
Indian deposits must remain in India and devoted for the promotion o£ 
Indian interests. The licence of any foreign bank woiking in contiaven- 
tion of the above should be cancelled. 

In case of any bank going into liquidation its assets and liabilities 
should be scrutinized by an auditor appointed by the abovo_ mentioned 
Board and if a satisfactory report is made by the auditor, partial payment 
should be made to the depositors to the extent of safety margin as in the 
case of the late Alliance Bank. The money to be so paid should be sup- 
plied by the Imperial Bank. 

The main cause that led to failures of banks in the past was the 
false rumours spread by the enemies of banks, in season and out of 
season, with the consequence that the depositors became panic stricken and 
made a nish to the bank to withdraw their deposits. As the banks could 
not meet the heavy withdrawals they had to stop payment notwithstanding 
the fact that the banks were not in loss and their position was quite 
satisfactory. They could meet the liabilities in full in regular course. 

In such cases the Board .should have the power to examine the assets- 
and liabilities of the bank and if the bank’s position is found to be sound’ 
the maligner of the bank should be prosecuted and deterrent punishment 
awarded. If, however, the bank’s position is found unsatisfactory, the 
Board should order compulsory winding up of the bank or sympathetically 
consider over its plan for amalgamation or reconstruction. In the former 
case immediate orders, to wind up the business of the banks, should be* 
passed to avoid further complications. 

In case of rush at any bank the Tmpevial Bank should advance moneys * 
on the security of assets of the bank. And they should have the first 
.lien to the extent of money so adA'^anced. 


IV. — Banking Educaiion. 

There^ are^ no facilities for banking education in schools, colleges and 
Universities in India. In certain provinces there are commercial colleges 
Avhere there are no arrangements for exclusive hanking education but multi- 
plicity of subjects are taught including a feAA' books on banking. 

There is no co-ordination of efforts between such institutions and banks- 

The banks do not provide any facilities for training of boys in banking 
business. EA’^en educated youngmen are nob ^ allowed to work as appren- 


^here there is a commercial college the bovs, in order to get prac- 
tical experience m banking, should be alloAved to work- casually in some- 
local banfe. In this ’vay the. bovs would have both theoretical and prac- 
tical traimng and will thus have better prospects in the hanldng line. 

° interests of Indian souths if there be started an 

bSin^het Banking College in India, say at Delhi, where all 

blanches of banking are taught. ■ At present they have to go to England- 
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and foreign countries for such education. The graduates of this- 
college should have the same prospects as those of foreign Universities. 

J . — Industrial Banks and credit facilities for India's main industries. 

The industries that’ have come under my observation are ‘sugar’ and. 
‘cotton piece-goods’. 

The capital on machinery and building is generally found by the promo- 
ters themselves. 

They have to borrow money from the banlrs or banhers on the security 
of their block and stock. 

Big joint stock companies with large capital, well organised and nm^' 
on soimd and efficient basis, can readily raise necessary funds. In their- 
case the banks are too glad to advance money. But for small industries- 
where assistance is really needed banks show total indifference. Foreign 
banks have no sympathy for these industries while Indian banks have- 
little funds at their disposal. 

The differe.ut methods of finaachig are: — 

3. Advances against mortgage of property. 

2. Cash credits against property and stock. 

In imports, it is the buyer who finds money. The banks advance money 
against shipping documents to the extent of 60/70 per cent, of the in- 
voice value of the goods. The interest charged is the Imperial Bank Hate- 
with a minimum of 7 per cent. 

In exports, it is the seller who finds money. The banks advance money 
against invoices, railway receipts or bills of lading with drafts or Con-v 
sular advices. 

The letters of guarantee or credits are opened in some cases by the* 
importers in favour of foreign shippers through some exchange banks. 

The vexchange banks advance money to the Indian exporter against' 
B/E or bin of lading and Consular advice to the extent of 70/75 per cent., 
or in some cases more also, of the value of the goods according to the- 
position of the merchant. But if foreign buyers open credits in favour of 
Indian exporters, the latter are paid full invoice value of the goods. 

Generally banks do not advance money against E/E unless the same is 
accompanied by a Consular certificate. To avoid this difficulty the local 
Chamber of Commerce or any other authority such as Notary Public should 
be authorised by law to examine and cert-fy such exports. The interest" 
on such advances ranges from 7 to 9 per cent. As the interest charged is 
high the industries suffer. 

' As reasonable facilities are not forthcoming the manufacturers have- 
to work on very small margin to keep the industries running. 

Industrial banks should be established for the promotion of industries - 
which may give due facilities such as advances on a free scale but' 
compatible with safety and at low rate of interest. The existing banks' 
are unsympathetic and more should not be expected from them unless - 
their business is regulated and pressure brought upon them to help the - 
Indian industries. 

If industrial banks are established, they should have Government funds-- 
at their disposal for the promotion of industries. Industrial borrowings may 
have special legislation to avoid lengthy proceedings in Court. 
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No. 25. 

'•SfcatemoEit of oviflonco sul^naittoi by Rai Bahadur Bausidhai Dhaudhania, 
M. L. C., Banker and Zemindar, Ehagalpur City. 

I. —Industrial Banks and credit facilities for India’s main industries. 

Q — That credit facilities are required both with reference to fixed 
capital expenditure and floating capital is out of question, for unless these 
facilities be afforded it would be impossible to start any industry, specially 
in this country, where the people are proverbially poor. At present their 
requirements are met either (i) by the person starting the industry, (ii) by 
combination of persons interested in the said industry, or (iii) with the help, 
in rare cases, of Government in taking the machinery on hire purchase 
-system, under the Industries Act, or by the joint stock banks or indigenous 
bank ers on credit system such as khata peta. These are the main sources 
which help at present the financing of any industry, at least so far as the 
Indians are concerned. It is apparent that these resources are very limited 
and do not afford that facility for the starting or development of any 
industry which is afforded to persons in such situation in foreign countries. 
The resources of individuals are always limited and private firms do not 
generally venture to advance money for the furthering of any new industry 
unless its success is manifested, and the joint stock banks arp also not 
willing to give money without taking the security of the stock in trade. 
So any aspirant for new industry is handicapped, at tlie outset, for want of 
credit facilities for starting new industries in this country. I have observed 
many brilliant young men with high academic distinction of foreign countries 
in banking and industries being thrown out of employment for want of 
credit facilities ; in spite of their utmo-^t efforts they could not succeed in 
starting new industries or in getting suitable jobs in any industrial concern 
and thereby prevented from giving their country the advantage of their 
high education acquired abroad. 

I am of opinion that the Imperial Bank and other joint stock banks 
have miserably failed to help, much less foster and promote, Indian industries, 
inland trade or business. By their constitution, it is difficult for these 
banks to support and sustain such industries as they cannot and do not 
advance long term loans without which no practical improvement either in 
trade or industry is possible and also because th^se banks are loath to cash 
hundis and bills of exchange. Unless facilities are afforded for long term 
loans, for cashing hundis and bills of exchange more liberally and for ad- 
vancing money on personal security by the banks, they can do but pretty 
little help in the development of trade and industry. I think the best way 
of solving this problem is for Government to help the Mahajans, and che 
indigenous bankers who with their knowledge of the local trade and 
Industries are more capable of and do generally help such industries and 
trade i^th loans on personal credit and on such seepritiep as qther banks, 
'due to their inadequate knowledge of the people and SBCuritie?j consider 
precarious, by handing over to some of the approved indigenous bankers the 
n^nagement of Goyerninent busim-ss .and local Treasury balances and 
-aiicrclmg liberal credit facilities from the State bank on one , signature as is 
■done in Scotland, Canada and other countries. 
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Q. 3 , — In publif- banks, such as the Imperial Bank and the like,, the rate 
'■of interest varies from 7 to 9 per cent., and the private bankers and shroffs 
generally charge at the rate of 9 per cent., but in some special cases, they 
•charge at the rate of 6/12 per cent, or 7/8 per cent, when they are satisfied 
•that the borrower is a reliable man. The higher rates charged by these 
indigenous bankers are due to their advancing money on personal credit and 
isecurities which other banks consider perilous and also due to want of facili- 
ties for realisation of their loans which other banks enjoy. 

I have already indicated above the difficulties that are experienced in 
.starting industries on account of lack of credit facilities. The high rates of 
interest are obstacles to the starting of any new iudustrj' and the Indians 
generally not having the advantage of getting money from joint stock 
banks with facility, ‘ are obliged to fall back upon private banks and 
firms wlio generally charge interest at a higher rate and so they are 
handicapped at the very outset in getting full advantage of the industry. 
But even these banks and firms do generally advance money at the rate of 
9 per cent,, if they get stable security for the money so advanced by them. 

Q. 4 . — ^The causes for which banks do not advance money freely in 
this country generally are as follows : — 

(i) The banks, being generally in hands of foreigners, do not 
encourage the Indians in starting new industries, with the 
same spirit as they do their own countrymen. 

(tj) Bankers generally look with suspicion upon those Indians 
who aspire to engage themselves in trade and commerce. 

{iii) Indians do not find such free access to and facilities from 
these banks as the foreigners do. 

{iv) The bankers susi^ect Indians of their inaptitude for any trade 
or industry, and 

(u) They being foreigners, have not that amount of knowledge of 
the country and the people to appreciate the difficulties as well 
as the motives of Indians. 

So far as the indigenous bankers are concerned, their resources being 
genernlly limited, they do not venture to advance money on the basis of 
prospective industry which may or may not be successful in the end. 
Moreover, these bankers have not the same facilities for enforcing their 
remedies in realising money as the other public bankers have. They gene-- 
rally fight shy of advancing loans for starting industries. 

I do not think that proper and substantial financing of industry is 
possible by the present method. I would suggest the establishment < f a new 
machinery for advancing loans and financing the industry. I am s.trongly 
in favour of Trade Banks which specialise in dealing with special 
trade. 

I am in'favour of the establishment of industrial banks in each proyince 
which Would afford special facilitie- to 'Indians in obtaining loan for 
financing new industries. The constitution of such banks should be such as 
to command the confidence of the Indian industrialists and traders to the 
fullest extent and to which the Indians might have free access and which 
they might regard as their own. To meet these objects it would be desir- 
able that these banks should be under the supervision and control of 
Government, subject to the condition that the Governors of such'banks, should 
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be Indians who should be assisted by a committee of experienced indusuml- 
ists and traders of different parts of the province. These brinks should b^ 
subsidised by Government which would command the fullest conndence oi 
the people. 

I would suggest some restrictions on the grant of loan by such a bank 
while providing finances for industries as follows : 

(i) The banks must be satisfied that the applicant is really serious in 
starting the industry and has the necessary experience and 
other qualifications for the same or is a substantial capitalist. 

{ii) Applications for loans to bo entertained only after 50 per cent, of 
the required capital of the company is subscribed by the public, 
and in case of individual, the person should show a reason- 
able capital in his hand for starting the industry. 

{Hi) Whatever money the applicant might have arranged for for start- 
ing the industry should be deposited with the bank. 

{iv) The machinery and other accessories shouhl be purchased under 
the supervision of the bank Avho would pay the price directly, 
and all financial transactions in respect of starting the pro- 
posed industry should be advanced by the bank, on the 
security of the machinery and buildings, site and stock in 
trade of the proposed industr^^ 

(a) Not more than 15 per cent, of its paid-up capital has to be invested 
in a particular industry. 

(vi) In case of going industries, the bank may advance money accord- 
ing to its own limit against the valuation of its stock in trade- 
and machinery, etc. 

III. — Regulation of Banhing. 

Q. 1 . — I am in favour of audit and examination of banks’ accounts by 
examiners which should bo confined to the Imperial and other joint stock 
banfe and also such indigenou=' banks willing to have the same status and 
facilities as afforded to other banlrs. The examiners should be ap]iointed by 
a body iridependcnt of these banks, either by the Government of India in 
consultation with the Tinance Department or by the Legislative Assembly. 
Their duties should bo to examine the entire account of tlio bank both with 
regard to its assets and liabilities, investmonts, the amount in current or 
fixed deposits and other matters connected with such deposits and the results 
of these examinations .should bo published in Government Gazettes. 
The cost of these examinations should be met by the banks or partly by the 
banks and partly by Government. As to qualifications of the 
examiners, they must have the highest academic degrees in accountancy, 
banking and commerce and must have considerable practical experience 
of banking system. 

Q. 3 (6 and c) — -These firms and companies should be required to- 

deposit sufficient security ivith the Government of India before they are 
permitted to establish their firms in this country, and the security should be 
proportionate to the amount of transactions done by them in India to be 
determmed by the examiners and auditors of bank appointed by 
Government. 

Q. 4.--Yes. 
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5,— Yes. The power to issue such license should be vested with the 
■Government of India in consultation with the Finance Committee of the 
I/egislative Assembly. 

Q. d.— Yes, 

Q, 8. — ^The principal causes for the failure of banks in India appear to 
me to be as follows : — 

(a) Lack of proper and efficient management and supervision. 

(b) Speculative investments. 

(c) Inability of banks to increase their lending power to meet 

seasonal or unusual demands. 

(d) Eealisations of money are not speedy in cases when they take 

relief from the Court. 

(e) Absence of media between banks for mutual co-operation and 

joint action in time of crisis. 

(/) Frequent fluctuations in the Bank Rate. 

(g) Marked disparity between the Bank Rate and the money market 
rate. 

{h) Want of a Central or State Bank serving as a reservoir of credit 
to which such banks could look for succour in time of crisis. 

Q. 9 . — I am in favour that the liquidation proceedings should not be 
-enforced at the outset but every attempt should be made to give oppor- 
tunities for exploring all possible avenues for arranging a scheme for the 
amalgamation or reconstruction of the bank. As for example, a Committee of 
financial experts, both officials and non-officials may be appointed to ascertain 
the assets and liabilities of the bank affected and also to ascertain to what 
oxtent public assistance may be useful in restoring the bank. If the 
liabilities of the bank be not of such a nature as to be almost hopeless, then 
the Committee should propose means inclusive of Government help on 
such terras and conditions as the Committee may propose. If the affairs 
of the bank are almost hopeless, then of course it may be forced to go into 
liquidation. 

Q. 12 . — I have no suggestions to make with regard to the proposal to 
legally protect from unjust attacks those banks which are really stable. 
This would unnecessarily lead to litigation or prosecution without bringing 
any advantage to the banks concerned. 

Q. 13. — Special concessions should be given to co-operative banks, for 
these banks generally deal with poor agriculturists. At present these banks 
advance money at a very high rate of interest varying from 1/4 to 1/8 which 
is really hard for the poor agriculturists and in no way different from the rate 
which is generally charged by the money-lenders. If some concessions 
are given to these banks, then it is possible that they may be in a position 
to advance money at a lower rate of interest. 

lY, — Banking Education. 

Q. 1. — At present sufficient facilities for education and training in 
hanking are not afforded by the schools and colleges and Universities in India, 
nor is there any co-ordination of efforts and co-operation between such 
institutions and the banks. 
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2. The banks provide facilities only to those probationers 'whom; 

they select for employment in their office. 

^Facilities should be afforded in India in the matter of banking- 

education in the follov^ing ways ; 

(a) Special iristitutions such as colleges of commerce may be estab- 

lished in important commercial centres like Calcutta, Bombay 
etc., for imparting education in banking and commerce. 

(b) In other Provincial centres or important places of trade and 

business, institutions may be started, not in the nature of 
colleges as indicated above but of a lower grade to impart 
such education, 

(c) The banks and their branches may be influenced to admit a 

limited number of graduates as apprentices to receive practical 
training in commerce and banking. 

Q, 7 . — From the early boyhood, after completing the primary’' educa- 
tion, these bankers allow their boys to write their accounts and as they 
grow in years they discharge a portion of these duties which are generally 
discharged by their father and guardian under their guidance. In course 
of time "the full responsibility of the management of the banking business 
is left to their care. Apart from this training no education is given to them 
in any scliool or college. In primary and secondary schools, a definite 
optional course may be prescribed in which the sons of the indigenous 
bankers may receive a thorough training in banking through the medium of- 
the varnacular of the district. I would also suggest that some facilities 
may be afforded to indigenous bankers for perfecting Ihe training of their 
wards in the Imperial and other banks. 

Q. 8 . — At present the only prospect of such trained boys is that they 
can secure appointments in banks. 

The slow development of banking in India is due not only to the absence- 
of trained men but also due to the fact that the people have not yet got 
much confidence in banks because of the failure of some of the important 
banks and also due to the general ignorance of the people regarding 
the utility of banks. 


F . — General Banking Organisaiion 

Q. 2.— It is indisputable that better business is followed by better 
farming and better industry which produces better living. And India being 
a country pre-eminently agricultural and four-fifths of its population being 
dependent directly or indirectly upon agriculture which is practically its 
basic industry, any advance of banldng syseem in this country with its 
peculiar conditions and needs is bound to be delusive and futile if it fails 
to take into account the indigenous banking organisations which exercise 
such a vast and deep rooted influence over the country’s finance and trade. 
It should be, to my mind, the duty of the Indian Central Banking Enquiry 
Committee to endeavour to evolve ways and means to develop and improve 
the indigenous banking. One of the ways of doing so is by establishing- 
greater co-operation between these indigenous banks and the joint stock 
banks, and this can be brought about by giving these indigenous bankers 
the status and facilities of joint stock banks and should be recognised 
t e Reserve Bank, and these joint stock banks should discount hnudis- 
through parties dealing directly mth approved indigenous banks and afford 
liberal credit facibties to approved indigenous banks on one signature. 
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Facilities should also be afforded to the indigenous bankers to get finan- 
cial heln from the Imperial Fank or dtber Government banks which may be 
established in the near future in the time of a crisis. In order to avail of this 
opportunity the indigenous banks may be required to get their accounts 
examined and audited by Government examiners. The management of Gov- 
ernment business, Treasury balances, «nd currency chefet should be handed 
over to local approved and sound indigenous bankers on taking security 
from them who may be Required to submit periodically audited accounts at 
stated intervals. 

Q. 2 . — Greater co-operation between indigenous banks and other banks 
is absolutely necessary for the development of trade and industry. To ensure 
prompt payments as well as the safety of the capital advanced by the bank, 
the bank may take as security the house property and immovable proper- 
ties hs well as the bonds and hand notes executed by the customer from the 
indigenous banks. 

Q. 8 . — The reasons which prevent more capital being invested in the 
expansion of the existing banks or the establishment of new banks are 
as follows : — 

(a) The people in general have not yet got much confidence in bank- 

ing system and this confidence has been much shaken by the 
failure of some of the important banks in recent years, e.g., the 
Alliance Bank and Ihe National Bank, etc. 

(b) General poverty of the people who cannot make enough saving to 

invest in banks. 

(c) Circulation by Government of Postal Certificates and Postal 

Savings Banks and Treasury bills •which withdraw large amount 
of local floating money. 

(d) Unwillingnesr of Government to deal with such banks does 

not rouse confidence of the people in private banks. 

Q. 15 . — I think the Imperial Bank of India has in this Province (B & 
0.)j been of very little service so far as the questions (a) to (d) are 
concerned. 
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No. 2G. 

"Statement of evidence submitted by Messrs. P. R. Srinivas, M.A., Editor and 
C. S. Rangaswami, Managing Editor, “Indian Finance ”, Calcutta. 

To say that India is backward in banking wero a platitude of plntituclo.s; 

■ and to talk of the Indian banking system were a misnomer. The plain 
iaet of the matter is that, though it is true that there are many banks, 
indigenous and othorw'se, transacting business in India, they have grown 
and developed somehow, anyhow. There has been no law or scientific 
principle, no plan or well-thought-out design. The first few foreign en- 
trants into the Indian banking world commanded a good busiucss in respect 

• of our foreign trade, were assured of a satisfactory margin of profits on tbe 
large turnover and reaped, year by year, a sumptuous harvest; the succu- 
lent profits made, and improving dividends declared, by the Eastern ox- 

• change banks made the mouths of many anotlier oxx'hange hank “wafer,’' 
with the result that where there was business for six, there are now thrice 
the number, that ■«^'ith trade at a stand-still, the many scramble for tbc little 

■ that is ofTeritig; and that the good, old days of large margins arc now 
'beyond recall. The few Indian joint stock hanks, started towards the 

close of the last centmy and in the beginning of this, experienced in the 
'post-War boom period, unprecedented prosperity — with deposits on the 
'increase, profits so largo as to enable larger dividend distrilmtion, and 
prospects so bright as to enable some of them to issue now shares at good 
■premiums; and this proved to be the signal for the flotation of a goodly 
number of commercial banks, of varying sizes and of different shades of 
respectability and association — so large was the crop that a few went to 
the wall because they could not cany on, a few wont In’.rO lii'juidntion. 
because the directors were honest enough to realise that it was no use 
carrying on, and a handful arc still in the land of the living, but half-dead, 
'balf-alive in a condition of “lingering perdition worse than doalb”. The 
Tata Industrial Bank of India, for reasons which bafilo understanding and 
defy analysis, had the fortune — or, was it not, misfortune — to have its 

- shares, on which Rs. 7} was paid-up, pushed to the giddy lioights of Bs. 70, 
Bs. 80, Bs. 90, and even Bs. 100 premium; and crijo induslrial hanks 
became the fashion of the day and the vogue of the tiriros — and, for some- 
time, one heard notiiing but of industrial banks, which made their dchnt 
in the North and South, the East and “West; few of them could bo described 

• as hanks, and none as “industrial’’. 

All the while. Government never for n moment realised that they 
'had aught of duty to the country’s 'banking development; and felt alto- 
gether happy and satisfied with themselves, once they had merged tlie 
three Presidency 'Banks into the Imperial Bank of India." Privnls enterprise 
had all the field to itself — there was no friend, philosopher or guide to 
'let it shape itself on proper lines — ^nor was there any real cliock or scrutiny 
or fear of law to keep it on right lines. There has been no hlionipt so far 
to study the banking problem of tbe country as a whole. An aspect here, 
■and an aspect there'has received- attention;" but it was never realised that 
'the types of banks arid the forms 6f' banking services required in the case of 

- any country aspiring to take its plnce'in the modern economic and industrial 

• organisstion of the world should be -varied and comprehensive and that. 
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-•amongst such diSerent species of banks, a measure of cohesion, co-ordina- 
tion, reciprocity and strength which comes of union should also be possible 
-through the instrumentality of a Central Bank, 

We make a deliberate statement that neither Government nor 
leaders of opinion in the country, nor even those actually engaged in, or 
•connected with, the banking institutions ever gave serious attention or 
■constructive thought to the question of a national autonomous banking 
-system. In its very early years, the Indian National Congress adopted 
•Swadeshi as an important factor in its creed. Encouragement of domestic 
industries and manufactures was recognised as one of the fundamentals 
■of national progress. But the Congress — ^nor, for the matter of that, 
political India — has ever failed to appreciate that if there can be no political 
autonomy without economic autonomy, there can be no economic autonomy 
cither, unless there was banking autonomy. That Swadeshi should jjcrtain 
mot only to industries 'but also to banking; insurance and shipping was 
} always overlooked. If such of the Indian joint stock banks as have afforded 
ample proof of care, prudence and skill in management have received that 
measure of support from the Indian public, w'hich one must expect from 
a growing devotion to the gospel of Swadeshi, they •v’^ould to-day have a 
'far more resplendent record than they are able to show. 

Bo far as the Indian politicians are concerned, as is perhaps true of 
politicians of every clime, their grasp of economic questions has never 
been so keen as their zeal for pure and simple political issues. It, there- 
fore, happened that those in charge of Indian banking concerns could never 
•get sympathy from political leaders unless they could so present their 
case as to give it a political complexion. If questions connected wnth 
'bankiug have at all come for public attention, it is only when they have 
a political bias, like Tndianisation of staff, or racial discrimination in 
credit policy. But the higher and fuller implications of the banking 
•problem never secured their interest as, perhaps, they could never come 
within the orbit of their understanding and experience. 

While it is easy to understand the lack of interest on the part of the 
•politicians in the problem of national banking autonomy, the attitude of 
'the Government and their apathy towards banking questions would appear ' 
unintelligible. A good many of the difficulties connected with the financial 
■ and currency problems of the country could have been solved long ago, 
'had India but had a -well-developed organisation of banking. The 
currency ills of 'the country are, in essence, and at bottom, due to the in- 
efficiency and inadequacy of banldng organisation. The hoarding habit, 
-v'hieh has come to tantalise, puzzle and even exasperate the -vdiole world, 
could have been eradicated by only one remedy — ^the remedy of a network 
of confidence-inspiring banks throughout the country, which could draw 
out all the savings, current and old, growing and frozen, in the form of 
'bank de])osits or other instruments of investment. The Finance Member 
of India, 'for successive generations, has been finding his “job'” a bed of 
tlvorns while many of his colleagues have found theirs one of roses. Had 
India been blessed in the long ago with a Finance Member imbued with 
the vision and understanding to realise the fundamental connection between 
hanking and the country’s’ monetary and financial system, present-day 
Finance Members would not be passing through the trials and travails 
which are their lot. 

Yet, Government have really no excuse for shelving this all-impqrtanC 
■’question. Times’ ■without nuniber, they were asked to give a serjous 

'Voi.. H' o 





194 


thought to the banhing problem and undertake’ a survey of the banking 
field. Stubbornly they refused to think; and every new appeal or request 
or recommendation or resolution or demand for an enquiry into banking met 
the late of the old. The Chamberlain Commission urged the appointment 
of a committee to study certain questions connected with banking. The 
Industrial Commission made also recommendations of a like nature. The 
Hon. Mr. (now Sir) B. N. Sarma moved a resolution in the old Legislative 
Couu.dl urging the appointment of a banking committee. The External 
Capital Committee, of which the then Finance Member was himself a 
member, put forwarcf the specific recommendation that “India possesses 
a vast store of doi-mant capital awaiting development, and in order to make 
this available for investment, facilities must be increased and extended. 
We would emphasise the importance of a co-ordinated survey being under- 
taken at the earliest opportunity of the whole field of banking in India.” 
The I'cderation of Indian Chambers of Commerce made this subject a 
hardy annual. Mr. S. H. Haji, Member of the Indian Legislative 
Assembly, was the sponsor of a resolution which was carried by a majority. 
On some plea or other, Government refused to give effect to a demand 
made, time after time, from all sections of public opinion .ind from 
authoritative quarters. One is left wondering whether Government’s 
refusal to inaugurate a banking enquiry in the last two decades, in spite 
of repeated demands, was due to. ignorance or unreasoning obstinacy. 

We may not go so far as to say that the Finance Members of those 
times were oblivious of the obvious connection between national banking 
and national finance; but we are sure that everyone will agree that to Sir 
Basil Blackett, the late Finance Member of India, belongs the credit of 
having focussed public attention on this issue in a forcible and compelling 
manner. His famous speech at the Delhi University was the sorting 
point of a newer, larger, more widespread and more knowleage-seeking 
interest in this vital question. By the same token, to Sir George Schuster 
belongs the credit of appreciating the true significance and value of the 
public interest that has thus been stirred up and of inaugurating the 
banking committees so as to allow this larger public interest to crystallise 
' itself in the shape of definite and concrete reforms for the growth and 
development of what may be called “National Banking Autonomy” for 
India. It is no small service to the country — and India must feci profound- 
ly grateful for it — that while Finance Member after Finance Member had 
turned a deaf ear to a universally expressed desire for a banking enquiry, 
Sir Geoige Schuster evinced such responsiveness to public opinion that he 
deemed the appointment of the banking committees as the first and fore- 
most task in his regime. 

There mav be differences of opinion as to the plan and methods of the 
enquiry, as decided upon by him. In fact, Indian Finance was amongst 
those who took the view that the banking investigation planned out by 
ll.-e Finance Member was cumbrous, unwieldy, not altogether calculated 
to produce definite or quick results, and apt to lead only to verbose repoiis 
and vapid recommendations. There are a few others, who cdso hold a 
similar view; but there are, at the same time, many who are finnly 
persuaded that the importance given to the provincial commit! ees. the Irind 
of investigations entrusted to them, and the detailed and exhaustive 
manner in which those investigations are being conducted are features 
which are not only so admirable in themselves but stand out as a modq! 
and pattern for enquiries of a similar nature undertaken in the future. 
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While %ve still hold that a more compact committee with expert guidance 
from the beginning’ should have been able tb understand and visualise the. 
banking problem in a more cormet and more authoritative manner, we wilt 
be the first to concede that Sir George Schuster has ‘meant well’ in the 
plan he adopted for the enquiry; that he is firmly and sincerely persiiaded' 
that in a far-flung country like India, this is the only method by whicli 
detailed information of varied conditions could be secured; and thati as a 
proof of his boJid fides, he has been keeping himself in full touch with thq 
progress of the various provincial investigations and has taken care to 
make the -personnel of the several committees preponderatingly Indian. 
The committees, which could not receive the full measure of our approv.al 
at the commencement, have, however, our sineerest good wishes . and 
blessings for a complete and satisfactoiy fulfilment of the aims and’ 
objects they have in view. 

In s memorandum, which Mr. C. S. Eangaswami prepared speciallyt 
for the Pinance Member on the eve of the inauguration of the banlring 
enquir 3 ', he thus outlined the objects of the enquiry : 

“I, therefore, urge the immediate inauguration of the banking enquiry 
firstlj' and mainly because Indian currency reform can be expressed only* 
in t(n'ms of banking reform. I can now'’ proceed to state the other objects; 
to be kept in view : 

1. Agricultural finance must be provided to an adequate extent and in 
a manner which takes note of local needs and conditions. 

2. Existing Indian joint stock banlrs must be relieved of tlieir present 
handicaps and assured of a more congenial atmosphere. 

3. Other forms and types of banking like the industrial banks must be' 
inaugurated. 

4. Exchange banking, w’hich is now the monopoly of foreign banks, 
must be taken up bj’’ Indian banks also. 

5. A Central Bank must be created as the core and centre of, the 
stimulus and inspiration to, Indian banking activity and so as also to ]’e- 
present India worthily in international banking and finance. 

6. Creation of a banking personnel and a banking tradition in the 
country. 

7. Adum'bration of such safeguards and precautions as would ensure' 
that the proposed banking autonomy is reared on a scientific basis and its 
development, proceeds on. scientific lines”. 

We believe that the problem before the , banking committees is 
adequately expressed in the passage quoted above. 

On a careful study of the central and provincial questionnaires, it will 
become clear that amongst the questions which are tackled with vigour 
;md understanding are: (1) agricultural finance, with special reference to' 
the co-operative movement, land mortgage banks, indigenous bankers or- 
shroffs, facilities- for sale of produce; etc. ;«(2) indigenous bankers, their- 
coutrjbution. to the trade and economics of the country, and suggestion's' 
for linking them to its- banking system; (3) co-operative movement; its’ 
actual achievement, and future possibilities for expansion, extended apph-'' 
cation and more widespread utility; (4) requisite machinery for the relief 
of those w'ho have to pay unduly high rates for raising loans on rhortgage' c>f- 
property through the agency of land mortgage banks established' on the 
principle of co-operation or joint stock limited company or a combination" 
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of both ; (5) the inauguration of industrial banks axid the provision of other 
facilities for a quicker growth of Indian industries, (6) a careful considera- 
tion of the existing machinery connected witk the finance of foreign trade; 
(7) the utilisation of Ihe post office as an important factor for the mobili- 
sation of the savings of the masses in centres remote from district and 
other towns; (8) the position of Indian joint stock banks; and (9) the 
facilities available to-day for banking education. 

In regard to these questions, elsewhere in this [“Indian Finance’’- 
Banking Fnquiry number] issue will be found articles specially prepared, 
with information up-to-date, and with definite and specific suggestions 
wherever possible. The co-operative movement has been discussed in 
two articles ; and one of them examines the present position with great 
balance and sound judgment and should compel careful study as indicating 
the directions in which co-operation in India has tended to stray away 
from the right path or has failed to run on scientific and sound lines. 
The views expressed therein are the result of an intimate knowledge of 
the several committees appointed to enquire into provincial conditions 
of the co-operative movement in Burma, Central Provinces, Madras, 
etc., and of more or less direct experience of the conditions in the 
various provinces. So far as land mortgage banks are concerned — and 
this is a problem of very great importance, as it is anomalous that even 
on good security, usurious rates of interest are foimd necessary — detailed 
suggestions and a concrete plan ai’e expounded in an article on this 
subject; similar suggestions and a definite scheme for industrial banking 
will be found in another section. The problem of inland trade, which is- 
now financed by the Imperial Bank, the Indian joint stock banks and the 
indigenous shroffs, receives full consideration in the articles devoted to 
these questions. The problem of exchange banks, what they have achieved 
and what they have failed to achieve, has been stated wdthout fear or 
favour in the course of a review, where criticisms for and against have 
been analysed and examined in an unbiassed and fair spirit. We trust 
that the exposition of the various aspects of the Indian banking problem 
with reference to the questions above-mentioned w^ould prove to be, of 
interest and of some value. 

At this stage, it is useful and essential to make a survey of the present 
position, eloquent commentary wffiereon is afforded by the five charts 
shown under the heading Backwardness of Indian Banking (for publisk- 
iug which, w^e are indebted to Mr. B. T. Thakur, Author of Organisation' 
of Indian Banking, from Avhich these charts are copied). What is the 
present position? A country with a population equal to a eixth of the 
world's total population is served by (1) the Imperial Bank, which has 
three head offices and about 175 branches; (2) 18 exchange hanks with 
90 branches in this country; (3) about 125 fair-sized Indian joint stock 
banks with 400 branches; and (4) 16 co-operative banks with capital and 
reserve of over Bs. 5 lakhs and 125 co-operative banks with capital and 
reserve ranging between Es. IJakh and Es. 5 lakhs. Besides these, there 
are a large number of primary co-operative societies. And, of course,' pro- 
minent mention must be made of the so-called indigenous bankers or shroffs 
who lake deposits from the public, enjoy good credit lines wnth the banks, 
and have themselves a fairly large capital of their own and who have' 
played an important part “from time immemorial’'’— as the phrase goes— 
in the financing of inland trade in all its stages and in the affording of 
accommodation on mortgages or otherwise also to those not engaged in* 
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irade. While the above-mentioned list refers to institutions, firms or 
persons who take deposits and also make advances, the Postal Savings 
Bank Department is also engaged in the banking business in the sense and 
to the extent that it receives deposits. 

I’he Imperial Bank of India holds a peculiar, and almost a pre-eminent 
place in the Indian banking world, as it is the Government’s bank, a 
kind of Bankers’ Bank and one enjojdng a number of privileges, direct and 
indirect, as a result of this position. But it is also a commercial bank, 
though certain restrictions are imposed by statute upon the nature of 
Inisincss it can transact. These restrictions, however, are not so material 
nor are they of such a drastic character as the restriction in regard to 
exchange business in regard to which the Imperial Bank is definitely pre- 
cluded from engaging in it. The Imperial Bank of India is registered under 
a special Act of Legislature and is a shareholders’ body. The capital is 
Es. 5,62,50,000, and the reserve fund now stands at Es. 5,37,50,000. 
The deposits from Government, which a few years ago used to work 
out to an annual average of Es. 15 crores to Es. 20 crores, have declined 
owing to the Indian Treasury’s low cash balances, which have been the 
marked feature of Government’s finances in recent years. The present 
annual average might work out to about Es. 7 crores. Other deposits 
remain roundabout Es. 72 crores. 

■ The Imperial Bank has pursued its branch-banljing activity with 
vigour: and it can claim a due measure of credit as playing an important 
part in the stimulation of “banking habit”. At the same time, it has done 
much to bring the resources of Government more and more into vital 
connection with the money . market. The rate of interest on approved 
securities and on commodities has gone down considerably since the Impe- 
rial Bank began to extend its activities into up-country parts. It has 
demonstrated how an institution \wth fai*-flung branches could yet control 
and scrutinise and co-ordinate the working of the individual branches; 
and in the case of a counti'y like India, which is rather a continent, the 
lesson provided by the Imperial Bank, of its ability to have intensive control 
over an extensive organisation, is valuable. It has proved its fitness to be 
deemed an efficient all-India institution. In regard to inland trade, the 
experience gathered, the staff trained out and the traditions created by 
the Imperial Bank are bound to be of great significance in the future deve^ 
lopment of all round banlcing activity. 

The Imperial Bank has been the one institution which has come in 
for Ibe largest amount of public criticism, noteworthy alike for its 
vehcjnence and frequency. Every bank, indigenous or foreign, complains 
about its privileged position; exchange banks, despite their large eaijital 
and reserves and their larger resources and facilities, are no less bitter on 
this score than the Indian joint stock banks who, without any exception, 
feel that the competition offered by the Imperial Bank is an unequ:il and 
unfair competition. In recent years, the wail of the Indian banks is truly 
piteous to hear; and where opinion is so unanimous, and where the 
grievance is so grave, almost one of life-and-death, it is as unwise as it is 
dangerous to dismiss such a complaint as one emanating from interested 
parties or as .empty or groundless. A vernacular proverb leaches us that 
there can he no smoke without a fire. Nor can there be so widespread a 
grievance either without some cause or justification. 

We will be the first to acknowdedge that since the appointment of Sir 
Osborne Smith as one of the ]\Ianaging Governors of the Imperial Bank, 
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there 1ms been real solicitude and great readiness to offer all reasonable 
help to Indian banks. But, after all is said and done, what is the amount 
of help which the other banks can exjject from the Imperial Bank or 
which the Imperial Bank can extend to the Indian banks? Beyond mak- 
ing accommodation on Government securities on slightly more* 
favourable rates of interest and with a few other facilities 
regarding availability of cash credit arrangements at selected 

centres, the assistance which the Imperial Bank can render^ to Indian 
joint stock banlrs is not material. It is, therefore, important that this 
question of unequal competition between the Imperial Bank, with its 
various privileges, its prestige and its powerful patrons, and the Indian 
banks which have no godfather of any kind must be carefully looked into 
and suitable and adequate remedies forthwith found out. 

We have had oiiportunities of discussing this question v.’ith many of 
lliose in authority and with everyone who is placed in a position in which 
banking questions should be of interest to him; and the painful conclusion 
we have come to is that no one seems to care as to what may happen to 
the Indian banks. The two main ideas which, in our view, dominate the 
minds of those in authority are ; that the Imperial Bank must be strength- 
ened as much and as far and as long as possible and that indigenous bankers 
shc-uld be strengthened by every means possible. The Indian banks do not 
even get a peep-in in this conception of the banlring needs of the country. 
Whatever may be our view in regard to the actual achievements or other- 
wise. oi the Indian banks and whatever may be the view of others in this 
regard, we have no hesitation in saying — and we feel confident that every- 
one will agree with us — that if the principal institutions amongst the 
existing Indian joint stock banks do not show greater progress than they 
have done, and, on the other hand, fall on evil days, no amount of banking 
reforms, no manner of expert and authoritative reports issued by the 
bfinking committees, could restart and rekindle in the minds of the Indian 
public any enthusiasm for Indian banks as such. If the Binance Member 
qnd ilic members of the baukiug committees are really earnest and sincere 
in tbc'ir intentions to foster and develop Indian banking institutions of 
various t\pc's and for various objects, let them give their first and fore- 
most, allontion to the revival of activity and hope, and to the c-nlargement 
of the scope and profits, of such of those Indian joint stock banks as have 
come to stand out a.s examples of the capacity anrl skill of Indians to 
start and run indigenous institutions on lines of modem banlving. 

\Vc attach very gi’eat importance to this question. We have emphasis- 
ed over and over again the momentous issues connected with a proper 
solution of the difficulties confronting Indian banks. These difficulties 
have grown in number and in intensity. And we are yet to know that 
anyone in authority has shown a due and proper appreciation of the 
gr.wity of the position. It is because we feel that in spite of roiteratibn, 
our remarks on this subject have so far remained votbout effect that wo 
Wirii to draw .pointed attention to the prospectless and hopeless future in 
stove for Indian banks. We may conclude our remarks bv saying that 
Sir Osborne Smith would be the one person in authority who would fully 
and readilv agree with us in taking so serious a view of the situation in 
this r.-'card. 

The question of the Imperial Bank vp.triis Indian joint stock banks 
is bound up with the future of the Imperial Bank : and tlic future of the 
latter is bound up with the decision on the proposal to have a Central 
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Banking Institution for this country. Neither the terms of reference 
announced at the time of the appointment of th^ banking committee, 
nor the central banking committee questionnaire, nor the deliberations 
that have taken place so far, lend any hope to the view that the enquiry 
should embrace the question of a Central Bank. Why this question was 
definitely kept out of the purview of the banking committee — and we are 
afraid that there can be no other conclusion than that this has been 
deliberately kept out — ^we are not in a position to understand. 

But to return to the Imperial Bank: another comiilaint against the 
Imperial Bank is that its scheme of Indianisation is only an eye-wash; that 
the men at the top cnB pretend to have a sympathy for the scheme; and 
that t-he prospect of Indian staff officers holding high appointments in 
service with, as a consequence, European assistants working under them 
is sc galling that Indian apprentices and Indian officers are subject to a 
number of small pin-pricks, which, though innocuous each by itself, can- 
not but produce a feeling of bitterness and enhance the delicacy and diffi- 
culties of Indians holding such positions. In the special aidicle on the 
Imperial Banlr, this chai’ge is examined at some length; and we have 
been assured that the Indianisation scheme has met with a good degree 
of success; that those employed thereunder are going ahead without let 
or hindrance unless it be that they are not uj) to tlu^ mark or otherwise 
not worthy of promotion; and that there is really no difference In emolu- 
ments and in prospects for promotion between Indian staff officers and 
European staff officers. While gladly accepting this assurance, we would 
only point out to the Imperial Bank authorities that the one real serv'ce 
which it is in their power to render to this country is to create a band of 
safe, sound and competent bankers and to develop honourable and worthy 
traditions for them; for, it should never be forgotten that without an 
adequate supply of competent men, it were idle to talk of developing bank- 
ing on any large scale. YieAved from this standpoint, the Imperial Bank 
has a great and unique opportunity and a heavy responsibibty ; and we 
should urge that it should deem it both a duty and privilege to be able 
do produce men who could play no mean part in the creation and 
growdh of Indian Banldng Autonomy. For our part, we w'ould be content 
to judge the worth of the Imperial Bank by one, and only one, criterion: 
and the criterion is : has the bank produced or is it producing enough 
Indians competent and able to take a leading role in the larger and greater 
banldng activity which the country so devoutly wdshes for and to bring 
about which, the banking enquiry, now proceeding, has been presumably 
set afoot? 

Nexr. in importance to the Imperial Bank of India, come the exchange 
banks wdiich are eighteen in number and w^hose deposits in India are 
round about Bs. 70 crores. It is only in the last few'^ years that banks of 
countries other than England have been drawn into the Indian banking 
w^orld. In earlier years, sterling banks had the entire portion of 
exchange business more or less to themselves; and in fact, they were 
much earlier in the field than Indian joint stock banks and, have, there- 
fore, been able to build up older and larger connections and command 
greater and wdder confidence. It is for these reasons, firstly, because ex- 
change banks hold a more or less monopolistic position in regard to all 
business pertaining to foreign trade and secondly, because they are able 
to command a goodly portion of the available deposits in the countiy, that 
Indian banks have been complaining of unequal competition from those 
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quarters also. It must be admitted in fairness to- tbc exchange banbs* 
that they have no objection to Indian banks engaging themselves in ox- 
cbangE business and that they do not, so to say, decoy deposits by offering 
unduly tempting terms or otherwise. If they have a monopoly of 
foreign exchange, it is because they have been handling that 
business for a good long time and they are, by virtue of their large re- 
sources and of the ample facilities which they enjoy from their head offices 
for discounting and for borrowing, able to render, to their clients here, a- 
service which others are not able to do. Moreover, they have built a 
considerable secret reserve in the years when exchange business provided 
ample profits; and they are, therefore, able to do business witli an amount 
of courage and are able to extend their credit facilities with less reserve 
than would be the ease with banks which are new to the work, and which- 
cannot obviously take much of a risk in their business commitments. 

The position wdiich the exchange banks enjoy in India is analogous- 
to what foreign insurance companies and foreign shipping 

companies, who were earlier entrants in their field, enjoy in 

their respective spheres. In regard to all these economic acti- 
vities, there is a gcownug feeling in the country that Indian institutions- 
should be able to take their proper place therein and that it is the duty 
of the Government to create conditions, ■which would facilitate such a 
desirable change. How is this readjustment to. take place? — This is one- 
of the thorniest questions which will liayc to lie solved in the near future. 
We are ■witnessing to-day a groator political consciousness, keener eco- 
nomic aspirations; and the rights of Indians in regard to banking, in- 
surance, shipping, industi-ies and other economic activities claim, and 
clamour for, immediate and prime consideration. Such of us as have- 
followed the history of Indian politics in tlie last few years would realise 
how’^ complex and how delicate is the problem, with which those who- 
desire a peaceful readjustment in the political relations between Great 
Britain and India are faced. And such of those as have given thought 
to the various issues raised by the Haji Coaslal Traffic Eeservation Bill' 
w^ould likewise realise the delicacy of the problem in the economic sphere. 
The banldng committee has a grave responsibility ns it has, perforce, to 
give serious attention to the problem of exchange banks versns Indian 
banks. No cut-and-dry formula w'oukl afford a key to the solution of 
this Imotty question. In the sections in which "wo have given succinct 
accounts of the banking systems in other countries as well as of banldng 
law, and of what other nations have done to further and promote the- 
interests of domestic banking, a good deal of useful material will be found- 
wherewith the statesman and the peacemaker can find a solution, fair- 
and equitable, to all interests concerned, though a warning must be uttered 
that the example of other countries cannot always be a safe guide nor the 
guide in the case of Indiji, where the history of the past should also’ 
receive due weight. 

Though the Indian joint stock banlcs came on the scene much later- 
than the Presidency Banks (which, early this decade, were amalgamated 
into the Imperial Bank of India) and some of the exchange banks, the 
Indian banks have a peculiar significance in so far as they constitute the- 
nucleus out of which a national banldng autonomy could be created. 
There are twenty-nine such banks with a paid-up capital and reserve 
of over P-s. 6 lakhs, and fortv-eight whose paid-up capital and reserve 
range between Es. 1 lakh and Es. 5 lakhs. The deposits of the former 
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group come to about Bs. 60 crorcs while those of the latter come to Bs. 3^ 
crores. The capital and reserve of the first group exceed Es. 11 crores and of 
the latter IJ crores. Amongst banks whose paidmp capital ’ and reserve;- 
exceed Bs. 20 lakhs barely half a dozen have reached imporlance and status. 
If it is possible to talk of a “Big Five” in the case of India, we should make- 
up the list by singling out (1) The Central Bank of India; (2) The Banlc 
of India; (3) The Allahabad Bank; (4) The Punjab National Bank and 
( 5 ) The Bank of Baroda. Between these five institutions, they account’ 
for just more than three-fourths of the total deposits secured by all the 
Indian joint stock banks put together.* Amongst those banks who have- 

not yet reached the size and position of any of the Big Five, but who 

are making steady progress must be mentioned, the Indian Bank, tlie 
Bsmk of Mysore, the Punjab and Sind Bank, Dawsons Bank, Benares- 
Bank, Nudungadi Bank and the New Peoples Bank of Northern India. 

The Indian banlrs have, on the whole, sbo\\'n great stamina and consi- 

derable progress, especially in view of the manj' and serious handicaps 
with which they are faced. In the first half of this decade most of 
them were able to expand their business appreciabl}', increase their deposits 
and otherwise strengthen their earning capacity. At the same time, they* 
ffllowed a remarkably conservative policy in regard to the dividend dis- 
tribution and utilised a fair proportion of the profits for the buildins: up- 
of the reserve. But, even so, the extreme depression through which 
Indian trade, commerce and industry have been passing in the last four' 
years, the devastating depreciation which has occurred in properties, the- 
impaired economic vitality all round, the consequent increase in the 
number of frozen or “doubtful" advances, the difficulties, expenses, 
worry and losses connected with their recovery, the paucity of business, 
the keener competition, the unavoidability of making large investments 
in giltedge, both because of lack of other suitable or reliable investments- 
and because of the need of keeping as liquid a position as possible, in 
view of the difficulties of the genei-al financial situation, the earlier fren- 
zied up-rise in giltedge, leading to still more diversion of funds in gdtedge, . 
the sharp and steep decline in the values of Government securities ever since 
the latter half of 1926; the resultant need for making large and larder- 
provisions for such depreciation, the reduction in the amounts available ^ 
for dividend distribution, the repercussions, in regard to deposits, of the 
lower dividends ; the gi-owing uncertainty as to the present and apprehen- 
sions as to the future, as a result of shi’inkage in deposits, in the scope for- 
outlay of funds, and in margins of profits — such is, in brief, the tale of- 
woe which the Indian joint stock banks, barring a few — a vei-y few — ex- 
ceptions, have to narrate of their present plight. It certainly looks as- 
tbough a malignant Providence has fostered and encouraged a sinister 
and complete conspiracy against the Indian banks — and amongst the 
factors, who have, unwittingly for the most part, come to play an ’m- 
portant part in this “conspiracy" are (1) Government, who by the 
high rates they offer on postal cash certificates and Treasury bills have* 
loomed into serious rivals, whose credit, currency and exchange policy 
has played havoc with giltedge prices and thus caused immense loss to- 
banks amongst others, and who, on the whole, are innocent of one single 
gesture of good--will and active friendliness to these institutions; (2) the 
Imperial Bank and foreign banks, who. by virtue of their larger caniiar 
and reserve position older age and longer connections, and of various 
other favourable circumstances, command greater credit and cheaper- 
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•iunds; (3) the Indian public, who are easily prone to give credence to the 
vaguest rumours and most mischievous and unfounded reports about 
Tndian banks and whose attitude was described by Mr. Nalini Hanjan 
Sarker in a recent speech as “tantamount to placing a handicap on the 
■national, and offering a bounty to the foreign banking enterprises in the 
country”. 

While we have the fullest sympathy for the Indian bank's in their 
uphill task; while we urge, with all possible emphasis, that no banldng 
grou^th in tliis country can, or need, be looked forwai'd to unless and 
until more congenial conditions are created for their more healthy develop- 
ment and more rapid progress ; and while we are convinced that consi- 
dering'the odds against them, and considering that in the earlier stages 
of any institution or sj'stom, many mistakes, much diversion of energy 
possibly in wrong channels, and experience bought at a heavy cost are 
ine'vitable, the Indian banks have put up a brave fight and proved their 
mettle, our account of the jn'esent banking conditions in India would not 
be correct or complete, if we did not also refer io the drawbacks and 
deficiencies in the service and working of the Indian banks. In the 
fiirst place, they have, while showing enterprise in the sense of starting 
business in a line and on methods, wlierein only Europeans had shown 
proficiency, been content to be mere imitations of European models. And- 
as their Western co^mpeers had been much earlier in the field, gathered 
larger and surer experience, and built up for themselves an impregnable 
position, Indian banks were in the nature of pale, ineffectual imitations. 
They did not show any gi-eat ori.ginality or initiative in chalking out new 
lines. For example, one of the directions in which fruitful results should 
have been forthcoming would be the combination of the efficiency cf 
European banking with the economy of indigenous bankers. The result 
is that they have attained neither that efficiency nor been 
able to conduct tlieir operations on that level of simpli- 
city and eheaimoss which would Iiavc enabled them to withstand any 
competition and even to face adverse times with equanimity. In the 
bigger businesses available at principal centres, they are at a disadvantage 
as against the European banks; and in the up-country centres and rural 
parts, the indigenous bankers give them n good fight. The Indian hanks 
have not demonstrated that they can be of India. Indian, udiilo remaining 
responsive to whatever was worth assimilating in foreign hanking 

methods. They have failed to develop a definite and clear-cut perso- 

nality for themselves. A great deal of the future prospects will depend 
upon their ability to assimilate the “virtues” of modern European bank- 
ing and of age-old indigenous banking and to reject the “vices” of either. 

Another defect of tne Indian banks is that they have so far been 
Jacking in espird de corps. The exchange banks, though under conditions 
prevailirLo- to-day there is cut-throat competition amongst them and 
though they come from diverse countries, have yet their own Association 
and their own mutual understandings, .and can and do act in full co- 
operation whenever questions of common interest arise. Eot so the 

Indian banks. We have ourselves known instances where an Indian 
bank seeldng an agent at a centre where there may he both Indian 
banks and foreign banks would choose one of the latter. Nor are in- 
stances rare where Indian banljs, while selling T. T. S. on other Indian 
centres or placing call money, would instruct their bi'okers that the hank 
on the other side may he any other than an Indian bank. Mutual 
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.jealousy is the rule and not the exception. In most cases, an Indidn hank 
v/ouid be willing to “hob-nob” with the exchange bardis but might deem 
it inp'a dig to “rub shoulders” with its own brethren, though the latter 
may have a position not less impressive than its own. In muting thus 
-about the absence of cohesion and cordiality amongst Indian banks, we do 
so from our oum direct experience. Often have we tried to create a 
better understanding and, if possible, a common platform amongst them — 
and it j)ains us to say that our efforts have never evoked any great en- 
thusiasm amongst the institutions concerned. 

Por our part, we arc convinced that the one great reason why Indian 
■banlvs have not so far secured a fair hearing for their grievances is this 
lack of co-operation amongst them and their failure to speak with one 
•voice and as of one. mind. 

If, on the one hand, the typos of banlcs in existence to-day cannot 
'cater to all the varied needs of the country and the banking amenities 
available are ill-spread and inadequate, the amount of capital and invest- 
ments which flow into the banking circles represents, on the other hand, 
•only a fraction of the total resoui-ces. Dne to the diversion of gold for 
non-monetaiy pui-poses, and heavy accumulations under this head for 
generation on generation, and due to the immobility of real property, 
the transfer and sale of which and raisingi loans whereon are so cum- 
brous, tai’dy, expensive and uncertain owing to the Irind of legal titles 
in use, there is a vast deal of capital which is disabled or hoarded. If 
the aim of the Banking Enquiry is to find out the various measures to be 
adopted in order that all sections of the community could secure cheap, 
easy and necessary accommodation on reasonable security, its aim must 
also be to explore the avenues whereby the banlcs, to make such advances, 
are enabled to strengthen their resources. Put briefly, the problem is 
two-faced; (1) what should be done to mobilise and bring into the in- 
vestment market all the capital now dead and buried in gold ami pro- 
•perties? and (2) what are the various classes and types of banking ser- 
vices required, and what types of institutions should be inaugurated, and 
hoAU? 

As a good many^ of those associated with the Banking Committees, 
Provincial and Central, appear to have either an appreciation of only the 
•second problem or but a hazy and amorphous idea of the first, wo wish to 
•emphasise that banks can lend only when they have funds ; and that a 
study of the psychological, historical, practical and economic factors involved 
in the gold problem of the country is essential and imperative vnth a view 
io convert all this potential into kinetic wealth. To make a catalogue 
of the items in regard to which bonking amenities are insufficient or non- 
existent and to make elaborate and impressive schemes of the different 
forms of banking institutions required therefor is, on the whole, an easy 
and facile business; and copious evidence should be forthcoming on these 
aspects. But, while to talk of the “hoards” has remained for long the 
pastime and taunt of economists repeated parrot-like by others, the 
‘VTBjs and means to be adopted for drawing out those hoards have receiv- 
ed so far no serious attention and there is scarcely any evidence of a 
serious attempt at solution. In our view, the criterion of judging the 
achievements of the Banking Committees would be this : have they 
collected all the full facts and figures in regard to the frozen, hoarded and 
(disabled capital of the country; and what are the concrete and specific 



proposals they adumbrate whereby this frozen wealth will thaw and irrigate- 
the credit soil in a copious stream, the hoarded wealth will give up its 
partiality for the dark recesses and come out into the open, and the disabled 
wealth ^11 be won back to take a vivifying part in the domestic capital' 
market. 

Let us first examine the gold problem and see if there is a key to its 
solution. Partly because the country has been denied the advantage of 
a gold standard and gold cuii’ency, partly because, amidst all the fluc- 
tuating prices of the various modes of investment, gold alone seemed to 
be of an unshaken and unshakcablo value, partly because sentiment, 
tradition, customary usages, etc., had come to invest gold with a value 
and status all its ovai, and partly because, owing to general illiteracy, 
ill-developed banking system and lack of knowledge of confidence-in- 
spiring securities, gold came to be looked upon almosi. universally as the 
most reliable store of value. The present moment, however, is appro- 
priate for bringing home to the masses the real nature and extent of the 
popular fallacies in regard to gold as a store of value. Within the last 
ten years many things have happened lo shake the faith of the simple 
folk in gpld. Even gold has not only fluctuated in value but fluctuated 
violently. At one time gold sovereign which for a long time had been 
priced at Es. 15 shot up to over Es. 18. And soon came tho announce- 
ment that the statutory value of the sovereign was Es. 10 and there was a 
mad rush of those who held sovereigns, possibly bought at tho high 
levels, to tender them to Government and got payment on the old 
rate. This proved, however, to be a needless panic. The sovereign 
at Es. 10 remained a myth and a fiction; and since then prices had 
again fluctuated between wide limits. It is only within the last three 
years or so that the margin of the variations in gold price is induced. 
But the point we wish to emphasise in this connection is that the simple 
faith in gold has been rudely shaken and that if only the psychology of 
those who are wont to store gold is tackled con-cctly and properly "and 
if something is offered to them, which irill convince them that it is not 
only as stable and as secure as gold but more stable and more secure than ' 
gold, then there are good grounds to believe that a fair percentage of the gold 
stocks would be exchanged for the more confidence-inspiring security. The 
occasion is apt. But what is the apt method? We have given careful thought 
to this question; and we feel that if Government were to issue Gold Certi- 
ficates on the following basis, they should succeed in drawing into the 
currency reserves a handsome proportion of the gold now lost in non-mone- 
tary ways. 

The Gold Certificates scheme, we have in view, is somewhat as 
follows: (1) Government should invite holders of gold stocks to de- 
posit it all or any portion of their gold with the Paper Currency Eeserve, 
giving at the same time an assurance that the depositors of ’ gold may 
withdraw at any moment without notice. (2) In exchange for the deposiV 
of gold. Gold Certificates should be issued. These cert.ificates will be ana- 
logous to the Postal Cash Certificates and their duration will be five year's. 
^,3) Anyone depositing, say, Es. 80 worth of gold will be entitled to Es. lUO’ 
worth of gold at the end of five years. (4) At any time within the five- 
years, however, the depositor may withdraw the gold, and he will receive- 
an amount of gold which equals the principal of Es. 80 phis interest there- 
on on a scale which is graded according to the length of the deposit on 
lines similar to those of the Postal Cash Certificates. The guarantee by 
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-Oovernment that the gold can- be withdrawn at any time as gold will 
•generate sufficient confidence in the Certificates. And those who now 
liold gold stocks in small or big quantities will come to realise that, in- 
stead of keeping gold with themselves and running the risk of theft, etc., 
,snd also with the chance of fluctuation in price, an arrangement, which 
.amounts to keeping that gold on safe deppsit with a stable party like 
Government, and incidentally earning interest on the safe deposit and 
with a guarantee as to price, is an ideal scheme which has everything in 
‘its favour’ and nothing against. ’Whether or not the innumerable indi'vi- 
dual small “hoards” would be appreciably affected by the scheme, the 
hoards of medium and bigger sizes would assuredly contribute a large 
nmoxmt of gold to the reserves. In the last two years, a good deal of 
"the silver rupees and currency notes from the Nizam’s hoards has come 
out for investment in Government securities. The gold in his possession 
could be coaxed out of its retreat only by a scheme of Gold Certificates 
with a clear and specific guarantee as to the availability of the gold at 
^ny moment. There are many ruling princes, landed and commercial 
magnates, temples and mutts, who hold, in the aggregate, vast amounts 
of gold; and they would likewise respond to the attractions of Gold Cer- 
tificates. In a matter of this land, it is difficult to give any specific 
figures. But we would not be surprised if, by this means, the reserve 
attracts gold to the amount of Bs. 50 crores. And, even assuming that 
1;here may be, in the earlier stages, withdrawals in order to test the hona 
fides of Government guarantee, that portion of gold on which Gov- 
ernment could absolutely rely as a minimum would be considerable indeed — 
•the same as a banker can always count on a minimum balance even though 
the current accounts of a bank are withdrawable at any moment. In schemes 
like this, it is easy, probably tempting, to make, criticisms that wear an 
•aspect of practical importance. But it is essential for one who is en- 
gaged in a constructive task to fix one’s eye on the ultimate objective and 
the practical feasibility of an idea increases in proportion to the sincerity 
or fervom* for reform. , 

The Banldng Committee would be building on the most insecure 
Inundations if it neglects the task of weaning the masses from the un- 
economic habit of hoarding or fails to provide for the inculcation of a 
truer economic sense in those toilers who form the backbone of any 
•national economic system. A scheme for the dra'vdng of gold out of the 
hoards and a propaganda for the assimilation of the true principles of 
co-operation are indispensable if banking reform is to materialise and 
fructify. The articles on co-operation in India which appear in the Number 
have dravn pointed attention to the latter problem and we may be content 
■with expressing our agreement with the opinions expressed therein v/ith- 
■out dilating on them in this place. All this is of general, though, paramount 
import ; and the improvement in these respects must come as much from 
what may be called a national awakening as from a conscious policy of 
•fhe’ State and the efforts of the authorities. 

If we assume an attitude of robust optimism in this regard, the next 
•question would ' be : what are the concrete measures of refoi’m and leais- 
•lation that are necessary to fulfil the objects for which the Enquiry has 
been inaugurated? Indian Finance has so often allowed itself to employ 
the term “Indian Banking Autonomy” that it has an obligation to explain 
'itp, true and exact import. Autonomy signifies nothing more than that 
■state of perfection in banking in which the nation as a whole and every 
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individual national thereof will not have to depend on others for purposes; 
of credit, essential for the conduct of one's economic life, more than is- 
necessitated by the law of inter-dependence between man and man, nation 
and nation. The rule by which the Banking Enquiry must be guided is- 
that no feature of our present banking should be allowed to_ continue if 
it is not justifiable by that law of inter-dependence. If the cultivator and 
the soivcar, the producer and the middleman, the depositor and the banker, 
the industrialist and the merchant, the exporter— importer and the ex-, 
change banker, are not mutually helpful but one tyrannises over the other 
by reason of the latter’s need for cash, then that is the negation of “bank- 
ing autonomy”; and there is the field for the reformer. 

As it is, we have only the negation of banking autonomy. And to 
achieve and establish autonomy, we must naturally turn, for obvious 
reasons and for obvious causes, to the State and the machinery of Gov- 
ernment. Happily, Government have moved far from the days in which 
indigenous banks, as a writer has elsewhere remarked, were regarded as. 
the "Cinderella” of the nation. But they are equally distant from a full 
appreciation of the need for State help to banking or a recognition of their ^ 
obligation to furnish such help with alacrity. The greater part of the re- 
foims which the Enquiry will recommend will have to be achieved by 
special legislation; and we hope that Government, even under its present 
constitution, will stand by the implications of their action in inaugurating 
the Banlring Enquiry. 

It must at the same time be borne in mind that if we mentioned 
Government first, it is because the State is, or ought to be, the embodi- 
ment of the general will; and that State policy cannot reduce, and must, 
in fact enhance, the duty of each citizen to further the ends of such policy. 
Not a little of the backwardness of Indian banking is due to the childish 
attitude of depositors. They have, in effect, given a bounty to the foreign 
banks by their unquestioning confidence in them, visited the Indian banks 
with a suspicion that was more often unjust and in the end have heavily 
handicapped them in their race with their rivals. It is true that depo- 
sitors have many a burnt finger to show. There is no case but has two- 
sides. But no impartial jury can withhold the verdict that the deposi- 
tors are guilty of murdering more than one sound banldng institution and 
that unless they cure themselves of the present mentality, banks in India 
must come to an unnatural end. And in this task of bringing about a 
healthy mentality the banks and Government have also their share. 
The danger of unreasonable “runs” and undeserved liquidation must be 
combated by the joint efforts of all concerned. And to this end we believe 
it is necessary, as a starting point, to have such legislative action as will 
hold forth to the public the assurance of honest and efficient manage- 
ment. While it is the duty of banks, on the one hand, to keep their 
dealings above board and the duty of the depositor, on the other, not to 
embarrass the bank without reason, it is for Government to bring them 
together and promote mutual understanding. A system of State audit 
and supervision, such as obtains in the U. S. A., where the Comptroller 
receives perio(jlical statements and is authorised to call for such' special 
information as is necessary, will not fail of its purpose in promoting better 
]-elations between, the depositor and the banker. We hope there will be 
adequate appreciation of the need for firstly, every individual conserv- 
ing instead of dissipating, as he does now, his economic resources and 
secondly, the development of the; habit of trust In those who handle monej'S- 
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This is the basis- of any banting structure; and we may proceed now" 
h consider the banking institutions and types of banks which are essen- 
• tial, nay, indispensable, for realising our ideal of Indian banking auto- 
nomy. The Central Banking Institution is admittedly the centre of a 
national banking system. If banking institutions are to devote themselves 
to the pursuit of a deliberate policy of national economic uplift and not 
indulge in a blind man’s-buff, a Central Bank is an obvious necessity. 

As even the proverbially short memory of the public cannot have for- 
gotten the debates on the Eeserve Bank Bill and the many sound points 
that were raised and expounded during its discussion, we feel it unneces- 
sary to recapitulate them again at any length. Suffice it here that the 
supporters of the view, that the Imperial Bank of India could be trans- 
formed into a Central Bank were alwaj'S few, are growing fewer and have" 
at no time carried conviction to their opponents or the impartial lay public. 
We have and indeed, need, no alternative to the creation of a new institu- - 
lion specially devised for the pui’pose, with all the checks and balances 
that the histoi’y of modern constitution-making has shown to be neces- 
sary and adequate. Without such an institution it would be idle to 
expect any co-ordination of policy or effort in that distracted and chaotic 
world which, out of a habit of weak imitation, we call the Indian money 
market. If the break-up of hoards, the gi’owth of the habit of invest- 
ment and the development of the spirit of trust are the bases of banking 
reform, the constitution of a Central Bank is assuredly the right beginning. 

And if that is vouchsafed, then one can proceed with the organisation- 
of the various types of banks. Industiial banks will perhaps, claim the 
first consideration as they have been neglected longest and as industry and 
the products of industry are essential for the growth of banking. Bank- 
'irtg implies some surplus over expenditure which the individual places 
with the bank in order that economic activity may be quickened. And 
in India such a large part of the population lives on the margin of sub- 
sistence and the pressm’e on agi’iculture is so great that industrial organi- 
sation is imperative. Much has been written on this subject since the 
Industrial Commission submitted their report; but the idea has not been, 
popularised that in this respect, it would be better to adapt an existing 
institution than to found new ones which must necessarily lack experience 
and tradition. We have broached in our columns the idea of converting 
the Imperial Bank of India into an All-India Industrial Bank and may 
present it with emphasis for the consideration of the Banking Enquiry. 
There are two ways of considering this question (1) from the standpoint of 
the bank, which in the event of the creation of a new Eeserve Bank 
must suffer a loss of prestige and a curtailment of its scope and pros- 
pects and (2) the standpoint of our need for an institution which will 
function as an Industrial Bank without delay and without the handicap 
of strangeness to actual conditions. 

In regard to the first, it will be seen that the Imperial Bank of India 
though originally designed to function as a Banker's’ Bank, has now be- 
come unfit for it and that at the present moment there is no choice but 
to deny it the character of a central banking institution. ^ That means 
it has to be deprived of privileges which it is now enjoying and which 
ought to belong to the Central Bank of the Counti-y. It is a matter for 
concern that an institution of that magnitude and impoi-tance, with a staff 
which is one of the few^ bodies of bankers who can lay claim to a thorough 
training and long experience, is to be reduced to the status of -an ordinary 
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joint stock bank. And what is more, it will be shorn of its former pres- 
tige, deprived of the most fruitful sources of income, burdened wdth an 
•establishment that might prove too big for the work and too costly for 
its means and, in a word, left with a load of handicaps which might well 
prove crushing. It is not fair to the shareholders; nor it is g'ood for the 
•country to throw away the services of a puissant corporation.^ The Hilton 
Young Commission have propounded a scheme of compensation. But its 
fatal defect is that it loads the scale against the Indian joint stock banks 
who have been already seriously affected by the competition of the Im- 
jperial Bank of India. The manager of every Indian banlc has spoken at 
.length about this question; and the least that public interest demands is 
that in its fight with the Indian joint stock banks the Imperial Bank should 
•have no access of strength. Thus, neither the status quo nor the change 
suggested by the Hilton Young Commission is safe to the Indian banking 
world. 

Turning to the second Stand-point we mentioned, it will be seen that 
the schemes propourided in regard to industrial banks are \'itiated by a 
•facile'belief in the capacity of new institutions to fit into the present 
■financial structure. Industrial banks, to be successful, require first, a 
staff of administrators who are acquainted with the business -world 
thoroughly, who loiow the individual businessmen and the conditions of 
each industry and only • secondly, a body of experts who can judge new 
•schemes, offer advice and do the other work which are peculiar to indus- 
'trial banks. In the staff of the Imperial Bank we have a body of men 
who have known the Indian business world so thoroughly that for them to 
'shift from one branch of inland banking to another is an easy matter. 
-Space prevents us from dilating further on these points; but we believe 
we have said enough to show that the conversion of the Imperial into 
■an Industrial Bank suits all circumstances and any different identity will 
tend to make it a misfit in our banicing structm'e. It is our firm con- 
• viction that if the Imperial is -convei-ted into an Industrial Bank, em- 
powered to raise debentures for fifteen to twenty times its capital and re- 
'serve, invested with the • other features of that institution and directed 
•to work the change by an easy transition, we shall be solving a number 
'•of problems at one stroke. 

Exchange banking is the next sphere in which it is believed India 
lacks banking autonomy. The suggestion has been repeatedly made, and 
we were ourselves inclined to that view at a stage, that the Imperial 
'Bank should be converted into an exchange bank. But such a view over- 
looks the fact that exchange banking is a highly technical matter in 
which experience counts for a great deal more than people can imagine 
rand the staff of the Imperial Bank is ill-fitted for such a venture. It is 
also necessary to remember the conditions that now obtan in the exchange 
market. Time was perhaps, when exchange banks were quoting much 
above the economic rate and merchants -were forced to pay what the banks 
demanded. But such conditions are of the past and the advent of new 
'banks has brought about such competition that it may even be wondered 
'whether these banks acquire any pi’ofit through their exchange business. 
In this state of affairs it is not desirable that the Imperial Bank should 
•also dabble in exchange; and we may point out in passing that this is 
an additional reason why it should svdtch on to industrial banking. 

Jt may be^ granted, therefore, that the foimding of exchange banks 
'Which are Indian in character is not so imperative. But at the same time 
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•tlie strength of national sentiment must be considered; and even the 
practical view will not deem it safe to have the nationals kept out of so 
important a branch of the banking system. We would, therefore, consider 
'it wise to make provision for the future by ensuring the training of 
Indians in the intricacies of exchange banking so that, when the time 

■ comes, they could devote their talent to purely national concerns. So 
far, the Indians have been consistently kept away from the more respon- 
'sible positions in the exchange banks; and we have no doubt that the 

banks will recognise the injustice of such a pohcy and heed to the claims 
-of Indians for training. That this is not mere altruism will be evidenii 
from the fact that in the reorganisation of our banking system such as 
the Enquiry is out to effect, it would be open to India to impose those 
restrictions which foreign exchange banlis have had to submit to in other 

■ countzies. The right to take deposits has everywhere been withheld from 
foreign banks; and if we desist from that course, is it not the least 

• that the exchange banlcs can do to undertake to staff their offices with 
Indians up to an agreed percentage? There will then be a rough balance 
of advantages and if the exchange banks are unwilling to agree, the 
denial of the right to take deposits can be used as a bargaining counter. 

In regard to other branches of our banking, land mortgage banks are 
so obviously necessary for an agricultural country hke India that we do 
not deem it necessary to consider them at length. And as for the scheme 
to be adopted for India, the general outlines have been furnished in a 
Special Article on this subject, which we commend to the consideration 
-of the public. As for the Indian joint stock banks, many of their pro- 
blems will be automatically solved by the adoption of the measures we 
have so far explained. Their gi-owth till now has been sickly; they 
have experienced a heavy infant mortality. Their position at the present 
moment is precarious. But their trouble is not any chronic disease but 
only malnutrition. The remedy, therefore, lies in the discerning and active 
-support of these institutions by Government and the public — and, not 
least of all, by themselves. 

The indigenous banker is the centre of a set of problems which call 
for early solution. He has so far been so unobtrusive that to the public 
he may even seem to be a strange and unfamiliar figure. And if he is in 
the picture to-day, it is due not so much to himself as to the realisation 
of his significance by others who want to unify the Indian money market 
and make it fimetion as an organic unit. Much mystery and much pre- 
judice have attached to him and his activities, and not unjustly. For the 
‘indigenous bankers comprise various, grades and characters, ranging from 
the big bankers who serve the same function as the acceptance houses of 
London, through the banking houses of medium size and respectability, 
to the despicable Shylocks of rural areas. All these have to be brought 
vithin the orbit of the Central Bank and other organised institutions. 
Loose thinking and vested interests will assuredly bring forth a crop of 
unsound suggestions; and the subject is, indeed, so knotty that no cut-and- 
dry solution is possible. But one thing may be granted, that the indige- 
nous banker has been responsbile for the prevalence of usury, and any 
measure that is calculated to bring about publicity in regard to his acti- 
vities will tend to curb this evil and must help scientific banking which, 
-as Mr. Nalini Eanjan Sarkar observed some time ago, “does not throw 
its roots in a soil in which the poisonous weeds of usury have thriven for 
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ages”. For our part, we wouid welcome legislation calling upon indige- 
nous bankers to register themselves and publish at least half-yearly state- 
ments of their assets and liabilities. There is undoubtedly much that 
is “fishy” in the dealings and activities of the lower classes of indigenous 
bankers and publicity is an antidote, at once necessary and sufficient. Co- 
operation has, indeed, done much to mitigate the evils of usury ; but it has 
much more to do not only in this respect but also others. The least that 
democracy, where it is not socialistic, can do is to treat co-operation as its 
pet. India is on the eve of democratic government; and may it not 
mean that the best days of co-operation are come at last and that the 
best attentions of the future Government of India will belong to the co- 
operative movement^ . 

The solution of the Indian banking problem is an arduous task. And 
if we but have imagination to see what its accomplishment means, there 
is not one who would dwell unduly on the diflSculties and the obstacles, 
Indian autonomy is a prize worth any effort. Our nation is poor, for our 
toilers have no money, and those who have, have buried it in hoards. 
Talent, learning and genius alike have gone to waste, the country nm 
down to abject penury. Ignorance followed; and subjection formed a 
train of miseries which it were anguish and agony to contemplate. The* 
key to the new world of hope and achievement lies in the hands of those 
who are now collectively termed the Banking Committee. 
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No. 27. 

Statement o£ evidence submitted by Mr. K. C. Kataria, M. Sc., Karamooir 

Deori, Amritsar. 

Q. 3 (1 ). — ^Are you in favour of audit and examination of bank accounts 
by examiners ? 

If so, bow should these examiners be appointed and by whom ? 

What should be the duties of these examiners ? What should be their qualifi 
cations and how should their cost be met 1 

, Answer. — ^Yes, the banks should be audited by the examiners. It will 
inspire public confidence because a great part of the loss which any bank 
sustains comes from misrepresentation of facts by borrowers. Some of them, 
unfortunately, are wilful. The Central Bank of India, Ltd., has suffered several 
times through the hands of such mischief mongers. 

There should be a Banking Examination Committee under the Registrar 
of the Joint Stock Companies and these examiners should work under that 
committee. 


Duties of Bank Examiners. 


A bank examiner must bo a very tactful person. He should realize that 
his duty is to build up and not to tear down. Ho should try to cultivate the 
respect of the bank employees. Supposing he discovers some methods which 
are not satisfactory or any kind of fraud, he must not curse the emjjloyees 
but should make the suggestions in a polite manner. A successful bank 
examiner’s motto is “ Not trying to find things wrong but expecting to 
find things right ”. 

His visits to the banks must be smprising. Satmday afternpons would 
be best. First of all he should get a copy of the bank’s weekly statement. 
He should scrutinise that carefully and this would give him a good idea of 
the volmne of the work and the natme of assets and liabilities wliich will 
shortly demand his attention. 

He should seal the vaults where securities and pronotes are kept. After 
this he may count the cash and tally with the books. 

After this securities may be counted. If securities are lodged with the 
Iroperial Bank of India or some other bank, the total amoimt and detail be 
ascertained by direct correspondence. 

Loans ’should be properly investigated. He must be careful to see that 
the pronotes, securities and confirmations are in order. In case the security 
is not sufficient, party is not safe , loan is very old or confirmation is not obtained, 
polite suggestions be made to the manager. 

For obtaining particular data from any branch, the examiner may write 
direct. He may do the same with bankers and agents too. 

The income and expense items must be carefully verified. The examiner 
must be scrupulous enough to see that the bank is receiving income from secu- 
rities at proper time and interest on advances is realised every half-year. In 
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©xaTnininff tliG GxpensG accounts he must scrutinise the detail of general charges, 
check the salary bills, observe minutely the correctness of interest paid on 
deposits and watch minutely the expenses on postage, stationery, travelling 
and advertising, etc. In short he must make a thorough chocking but in a 
polite way. 

QualiUcations.—ThB examiners must be graduates of commerce with 
practical banking experience of three years at least. They should receive 
fixed salaries from their department. Those expenses may be met tlirough 
assessment in proportion to the worldng capital of the banks. In no case the 
examiners be allowed to accept any present from any bank official. They 
must not put up at any bank premises. 

3 ( 5 ), — ^Would you state the principal causes which in your experience 
or observation have led to bank failures in India ? 

What remedies would you suggest to prevent a recurrence of such 
failures or to secure timely assistance in such cases ? 

Ansioer . — The priucipal causes which have led to bank failures in India 
are : — 


1. There is no Central Bank in India which the other banks may 

approach at time of need. 

2. The banks which the Government in India have fostered so far have 

always turned a cold shoulder to Indian banks. The treatment 
by the Bank of Bengal to the Peoples Bank of India is well knoivn. 
The Punjab Co-operative Bark was such a sound institution that 
it would have never closed its door had it received even little 
assistance at time of need. 

3. There is no connecting link among the Indian banks also. The 

disaster of 1912 would not have been so keen had even the 
Punjab National and the Peoples’ Banks combined. 

4. In the absence of a Central Bank we have not even other facilities 

such as there were in the United States of America before the 
establishment of the Federal Besorve System. There, at time of 
need, the clearing houses used to issue certificates on the collateral 
of commercial papers of the member banks, and through these 
the applicant bank met the debit balance of clearing house. 

5. Lack of State banldng regulations regarding reserve, cash balances* 

rates of dividends, loans to directors and officers of the bank, 
total amount to be advanced to an individual jDerson or firm, 
etc. 

6. Want of banldng education and propaganda in India. 

People in our country are very ignorant. Some mischievous persons 
create the trouble and even the baseless rumour catches fire. Many of us can- 
not imagine why a bank cannot afford to keep all the money of current depo- 
sitors at all times. 

The banks in India are not doing any banking propaganda either. As yet 
the writer has not come across any advertisement which gives some idea 
o an ang in general. Those who advertise, they do so in the old hackneyed 
way. ihe banks should give some idea ’of their business value to the public^ " 
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The banks should advertise their balance sheets in a simple language. A 
typical form is given below : — 

A Bank Statement that any jian oh woman oan head. 

The Pimjab Co-operative Bank Ltd., Amritsar. 

Statement of January 1, 1930., 

r 

Rs. a. p. 

1. The Bank owes to Depositors . . . 82,44,918 7 Id 

A conservative banker always has this in- 
debtedness in mind and he arranges 
his assets so as to be able to meet any 
request for payment. 

For this pnr^mse toe have — 

1. Cash 3,65,798 13 11 

Currency and com in hand Rs. 1,86,919 10 2 

With the Imperial and other 

banks . . . 1,78,879 3 9 

2. Drafts on other Banks and Persons (payable 

in one day) ..... 11,894 15 G 

3. Govemment securities .... 24,64,500 0 0 

4. Other securities (shares of Lahore Electric 

Supply Co. Ltd.) .... 5,000 0 0 

5. Loans to Individuals and Eirms (Payable 

when we ask for these. Secured by col- 
lateral of greater value than the loans) . 67,59,064 4 4 

6. Bank Building, safes and fixtures . . 1,43,158 14 0 

This leaves surplus of . . . . . 15,04,498 7 11 


which becomes the property of the shareholders after the debts to the deposi- 
tors are paid. It is a guarantee fund upon which we solicit new deposits and 
retain those which have been lodged with us for many years. 

Our limited resources enumerated in this statement do not and cannot 
include those assets of friendliness and helpfulness which the bank has in the 
persoimel of its Board of Directors and its officers and emplo3’^ees. These 
are assets which pay dividends to our patrons in service and satisfaction. 

' Bank failures will become a thing of the past if the above mentioned defects- 
are remedied and the higher authorities employ men having training and ex- 
perience. 

Q. 3 (II ). — ^Are you in favour of making any distinction between current 
accounts and other deposits and do you suggest any legislative measures for 
the purpose ? 

Do you recommend the creation of a special class of deposits as distin- 
guished from current and fixed deposits under the existing sj’^stems and the. 
passing of any special legislative measures for the protection of such 
deposits with a view to encourage the investment of savings 1 



•214 


Answer. ^Yes, distinction must be made between current and. fixed 

•deposits. This will hel ]3 the cause of depositors as well as of shareholders. 
Bankers should be required to keep cash equal to 3% of their fixed deposits 
while against current deposits, they must keep at least 20%. The distinction 
made in the balance sheet, through legislature, will strengthen the position of 
many joint stock banks in the eyes of the depositors as a large proportion 
of their deposits consists, of fixed deposits. ^ 

There should be two special kinds of deposits between current and fixed 
deposits. One ought to be Savings Fund Account. The banks in the Punjab 
are already providing this service to the public. The depositors may with- 
draw twice a week not more than one hundred rupees. This is proving of 
great use to students, teachers, doctors and others. The banks are allowing 
interest @44% on minimum monthly balances. 

Besides this, each bank should keep IMerchants’ Savings Fund Account, 
This should carry interest @ 3%. Depositors may be allowed to withdraw 
once a week up to Rs. 1,000. Interest may be allowed on minimum monthly 
balances. It will prove of extra use to petty shop keepers and persons who 
like to Muthdraw up to Rs. 1 ,000 whenever thev like. 

Banks should be required to keep cash equal to 5% of the R'st kind 
and 10% of the second kind. In case these suggestions are carried ou t, it will 
encourage savings on a larger scale. 

Q.4 {]). — What are the existing facilities for banking education in 
schools, colleges and Universities in India ? 

Is there an}’’ co-ordination of effort between such institutions and the 
banks ? 

Ansioer . — There are some commercial schools and colleges in India which 
impart banicing education. Some of the residential Universities have also got 
colleges of commerce attached to them. Besides this, in big commercial 
centres there are some unrecogirized schools which are rendering good service 
to the public interested in commercial subjects. 


Leaving aside the unrecognized schools, one can say that there is no co- 
ordination of effort between such institutions and the banks. Of course some 
of the principals do recommend their students after completion of their com'ses 
to the banks, but that is nothing. Princip'als of pure arts and science colleges 
do the same many a time. 

Q. 4 (2 ). — ^Do banks provide any facilities for the training of boys in 
banking business ? 

What is the present method of recruitment of staff by the Imperial Bank 
of India, the Indian joint stock banks, the exchange banks and the co- 
operative banlcs ? 


Answer . — If we were to judge the situation from a Western point of view, 
we can safely say that the banks in India do not put any hindrance in the 
way. Tliey follow the policy of non-interference. If any of their employees 
lutes to pass the London Institute of. Bankers’ examination, by studying pri- 
vately at leisure hours,, thev do no-fc object. . . ‘ . . , . 

Except the Imperial Bank of India, the other banks do not attach ’ much’ 
^portance to the final examination of iLondpn Institute of Bankers evep'., The 
vunjab Natipnal Bank Ltd. has sent some employees to the Midland Bank Ltd., 
on on, for practical training but .thatpri’vilege isreseryedfor a chosen few only. 
Ihe I copies Bank of Uortheni IndiaJA(L,ta,kes M.A4s„ B- A/s,. LL. B.>> -and 
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Impart training from three to six months, but this bank also keeps its doors shut 
against men with ordinary backmg although they may have received thorough 
banldng training from world knowm professors and got practical experience 
from foreign banks. The writer comes from traders’ family of Amritsar, 
possesses thorough knowledge of Sarah and has studied upto B. A. in India 
He is a B.Sc. in Commerce of State University of Illinois and M.Sc. in Business 
of Columbia University in the City of New’’ York and possesses practical ex- 
perience of two American banks. Insinte of all this he could 7iot join the Imperial 
Bank of India or any other Indian joint stock hank on any pay, m any capacity 
for four years. From this you can easil 5 '’ judge the value of trained hands 
in banking in India. 


The present method of recruitment of staff differs with different banks. 
The Imperial Bank of India gives preference to lads of England over graduates 
of India. There are graduates who would love to join the Imperial Bank of India 
on even Rs. 50 per mensem but they are not given a chance. While every 
day we hear that so many youngmen have been recruited from England. 
'The Imperial Bank of India is absolute^ closed to Indians trained in foreign 
countries. Most of the Indian joint stock banks take only matriculates. The 
Allahabad Bank is very particular in this respect. The Peoples Bank of Horthem 
India and the Punjab and Sindh Bank invite applications from graduates in 
arts and law. The exchange banks take only matriculates. They reserve the 
positions of sub -accountants even for Europeans. Indians must remain as 
•clerks in these banks. The co-operative banl?s encourage graduates of agra- 
rian class. 

Q, 4 (3 ). — ^How far is instruction in banldng, theoretical and practical, 
-combined at present. 

Answer . — In plain spealdng there is no combination of theoretical and 
practical training in banking in India. As it has already been pointed out in 
answ’er to your last question, the banks encourage only matriculates. The 
professors in commercial colleges seldom remain in touch with the banks. Upto 
this time I have not heard of any case in India where the college authorities 
have recommended with success students for practical bank training during 
the long vacations. 

Q. 4 (4 ). — Can you give any information regarding the facilities afforded 
in other countries in the matter of bank education ? Have you any sugges- 
tions to make regarding the facilities that should be made available in India ? 

Have you any suggestions to make in regard to grant of facilities for 
higher training outside India to bank probationers and bank assistants in 
India ? 


Ansuer . — The United States of America affords tremendous facilities in the 
matter of banking education. Most of the banks wTite to the Universities for 
boys. These boys work in the banks dining the long vacations for four college 
years and after the completion of their course they get permanent positions 
with those banks. There the Universities work in complete harmony with 
the' banks’. ■ ’ Professors' of banldng' alw'uys remain in touch with the lianldng 
world, h’or instance. Dr. Henry Parker Willis of Columbia Universitv in the 
City of Hew York, under whom the writer had the honoui’ of receiving banking 
■training, is rendering yeoman service to the banlving world. He remained 
Bank examiner for several years. He was the Secretary of the Federal Reserve 
Boardfrorh 1914 to IfflS. He organized the First Hational Bank of Phillipine •. 
Jslahds; He has also written over a dozen of books on banking. 
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In that country, hours as Tvell as system of training can easily suit the bank 
employees. Universities situated in big commercial cities provide complete- 
facilities to the ambitious persons. In order to graduate, a student has to- 
pass in 140 units. A student can take as many or as fevr units per semester 
as "he likes. There it all depends upon the ability of a student and the time 
he has at his disposal. If he is an intelligent one and has plenty of time at his- 
disposal, he can secm-e the degree vdtlun 2| years. In case he is morking ivith 
some firm, he may join the evening and week end classes and obtain the 
degree after six years or more. In short, any person who has got a 
real strong ambition can receive full training. 

Libraries of the United States give wonderful service to the public. 
They are open to the public upto 10 p.m. on all days including Sundays. The 
books in the libraries are not locked as we find in our coimtry. There any 
person can take any book he or she likes. It is a pity that in India first of all, 
we do not possess many good technical books in most of our libraries. The 
few books, which we might have in some libraries, are kept under lock and 
key. In most of the libraries the opening hours are from 10 a.m, to 5 p.m. 
It means that libraries in India are meant either for olfic'-^s or for those persons- 
who have no work to do duiing the office hoius. Again on Sundays they are 
closed. The very system prevailing in India is to kill the ambition of young- 
men. 

The big banks in the United States of America prefer to have men of good- 
education and personality. Some years back, the bTational City Bank of New 
York recruited a number of undergraduates who were given a course of instruc- 
tion in the bank dm’ing the long vacations. For their accommodation, the 
National City Bank organized the City Bank Club in a magnificent budding 
overlooking the Hudson River and the New York harbour. The charge for 
board and lodging was about $55 a month, which is remarkably cheap compar- 
ed with what one has to pay for similar accommodation in any boardmg house - 
anywhere near the city. The majoritj'’ of men were college men and they' 
continued their studies while living in the club which had a reading room and 
other educational facilities. 

The principal medium, in the United States, for imparting instruction tO’ 
the bank clerks in the banldng subjects, is the American Institute of Bankers, 
a section of larger American Bankers’ Association, which has its headquarters 
and library above the Hanover National Bank, at 5 Nassau Street, New York.- 
The American Institute of Bankers is not an examining body like the Institute 
of Bankers in London. It is a well organized teaching body. The American 
Institute of Bankers is organized into chapters. Each chapter has a consul in- 
each bank in its district. The consuls carry out the propaganda of the Insti- 
tute. A chapter is formed in any district where it appears there are enough 
members to make it worth while to engage lecturers, hire a'room and so forth. 
The New York chapter is conveniently situated in very fine premises in ISth- 
west 37th street, which is a half way between the city and the residential 
districts and is quite close to the theatres. Besides organizing lectmes and 
conductmg examinations, the chapter promotes social activities and rrms- 
a debatmg society. It gives a number of dinners, where well-known bankers 
are invited to address the members. 

S^iggestions for India. 

. ^ can impart banking training in two ways. Firstly, in the bigr 

Cl les ike Bombay, Calcutta, Lucknow, Delhi and Lahore, etc., where there are 
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recognised commercial colleges, let the bank officials co-operate with the college 
authorities and allow the undergraduates to work in their banks during 
the long vacations. These undergraduates should be given nominal pay for 
the time they work in the banks. They should be employed permanently by 
the banks after they graduate. 

Secondly, we can train the clerks by organizing the Indian Institute of 
Bankers. 


Facilities in other countries. 

America affords tremendous opportunities for higher training of bank 
probationers and bank assistants. The;/ can go to Chicago or New York. In 
Chicago, they can join the evening and week end classes of the Cliicago Univer- 
sity and work during the banking hours in some bank. The Columbia University 
in the City of New York or the New York University Tvill give them good train- 
ing, in case they join some Ncav York bank. But this will be a costly game. 
Let the Indian Ijankers encourage those jmungmen who have receivf <i tlioroiigh 
banldng training abi’oad and educate the staff by organizing the Indian 
Institute of Bankers on American or other suitable lines. 

Q. 4 [5). — Have you any suggestions regarding the constitution of the 
Indian Institute of Bankers ? 

Ansioer. — The Indian Institute of Bankers should be an association of 
men and women connected with various kinds of banking business. Its 
objects should be : — 

1. To facilitate the consideration and discussion of matters of interest 

to bankers. 

2. To afford opportunities to its members for the acquisition of a know- 

ledge of the theory and practice of banking. 

3. To take any measures which maybe desirable to further the interest 

of banking. 

The supreme authority of the association should be vested in the general 
meeting of the members. The general meeting should elect a president and 
a vice-president of the Institute. The president should preside at the general 
meeting and meetings of the executive council. 

The administration of the affairs of the Institute be vested in the executive 
council. . 

The executive council should be composed of representatives of the pro- 
vincial Institutes, president, vice-president and two ex-presidents of the 
Institute. It should have in charge the business of the Institute subject to 
the control and direction of the general meeting. It should have charge of 
the finances of the Institute and authorise the incurring and payment of all 
projier expenses. 

The educational work of the Institute should be under the general super- 
vision of an Educational Board consisting of : — 

(а) Two professional educators preferably professors of banking off 

commerce colleges. 

(б) Two leading bankers — one must be an Indian. 

(c) President of the Institute. 

(d) The last ex-president of the Institute. 
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Tlie Educational Board should work under the executive council. It should 
he both an educational and an examining body. In big cities like Bombay, 
Ealcutta, Delhi, Lahore and Luclmow, it ought to organize Institute centres. 
At these places it can attract large number of bank clerks as well as lecturers 
on commercial subjects for one or two evening hours. If other cities can pay 
room rent, salaries of lecturers and other expenses, they should also be en- 
couraged to have their own centres. 

Like the London Institute of Bankers it should also hold examinations on 
banking and alhod commercial subjects at different centres in this country. 

The members of the Institute should be of three types, Associates, Certified 
Associates and Ordinary members. 

Associates must satisfy either of the three conditions : — 

(1) One who has served at least for ten years in any bank. 

(2) Commerce graduates of Universities who are on the staff of a 

bank. 

(3) One who has passed the exammation recognized by the Board and 

is on the staff of a bank. 

Certified Associates should be those who have passed the examination of 
the In.stitutc. Ordinary members may be elected from the staff of any bank 
on Board’s list. 

Besides this, the Educational Board should afford facilities for the reading 
discussion and publication of papers by members and others. It should 
arrange for the delivery of lectures on banking, mercantile law, political eco- 
nomy and other kindred subjects. 

Q. i (5). — What are the prospects, present and future, of boys trained in 
banking in India % 

Do you attribute the slow development of banking and especially branch 
banking to absence of trained hands in India ? 

Answar . — In India there are some prospects for those who have received 
banking training in England only. Thorough traming in t-he U. S. A., 
Germany or some other advanced country docs not carry any weight in India. 
It is a pity that not to talk of China, Japan, Scandinavia and other advanced 
countries, even England sends her sons to U.S.A., for practical banking train- 
ing but Indians who receive sound training in banking from that country have 
to rot in their oum native land. The banks in that country are glad to let 
them into their institutions but the banks in India keep their doors shut against 
them. 

It is right that the slow development of banking in general and branch 
banking in particular is due to the absence of trained men not in India but in the 
service of banks in India. But this defect will never be removed unless and 
until a law is enacted that no relative of any director should be employed in 
the bank. Ad present the greatest qualification which a person should hold is 
some close relationship with any of the influential directors. 

9’,^ ;'?)• you any suggestions to make with, regard to the regulation 

and iurictions of clearing houses in India ? 

Clearing house association should be a distinct association. 
WJiere there are more than seven banks, there shohld be one’ like this. The 
asso..ia ion should consist of member banks. ' Each institution should be 
ri-presented by one senior officer and, have. one vote.- The assboiatidn should 
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elect one president and a secretary. The secretary should keep a record of 
proceedings. Both should hold offices for one year and he eligible for next elec- 
tion. If the circumstances permit, the association may appoint a paid mana- 
ger to look after its daily routine. The expenses of the associaion be shared 
among the members in proportion to their exchange for the previous year. 

The association ought to hold a general meeting once a year. Special 
meetings may be called whenever tbe secret arj’^ thinks desirable. 

In the capital of each province, there should be a clearii’g house association. 
All the suburban associations should work under tliat ; banks, having a reserve 
of at least ono-fifih of their paid-up capital, be permitted to become members. 
The duties of the provincial association s})Ould be executive onl}'. It may- 
fix the minimum commission to be charged by the banks from the member 
banks, other banks and clients. In the interest of the safetj’^ of banks, it may 
fix the maximum rate to be allowed by the member banks although it might 
not be workable under the exsiting circumstances. But in case the exchange 
banks are not allowed to a cce])t. time and .■saving deposits and Government 
keeps its funds with the Bankers’ Bank, the fixing of rates will work very well 
and prove of great hf'lp to the Indian banks. In abnonnal daj’s the provin- 
cial a.ssociations ought to issue certificates against sccurit}’ to the needy banks. 
But the interest on these certificates ought to be high so that they may be 
retired at an carte date. 

The provincial associations m.iy work under the .“ill-India Clearing House 
Association with its headquarters at Delhi. 

Objects, 

The objects of the association .should be — 

{a) The clTccting at one place of the daily exchange between the mem- 
bers and payment at the same place of the balances resulting 
. from such exchanges. 

ib) The promotion of the interest of member banks. 

(c) The maintenance of conservative banking through wise and intelli- 
gent co-operation. 

Q. 5 (7). — Have you any suggc.stions to make with regard to banking 
organization in India by which 

(a) Cost of management may be reduced. 

(b) The rate of interest on advances can be brought down. 

(c) Greater stability of banks can be assured, and 

(d) The cash resources of various banks can be mobilised to meet any 

emergency or unexpected situation that may arise. 

Ansioer . — ^Iii India, there still lingers in the banking field the thought' that 
banlcers are high priced busy men and that it is only proper and just for cus- 
tomers to sit around and wait for their needs to be supplied. In other words, 
banking in India is a luxury and not a necessity. Only those persons should 
keep their accounts With the banks, who either have plenty of time to wait 
outside the counter or, can afford to kcep.a jDeon ;5or banking puiyioses. This 
prevalent method has kept the cost of manage'mentVery high and at the same 
time it has not made the banks verv popular, T.Iis is not proper. A euslomer 
should be served In a bank just as prbmptly'and coiu'teously as one is-seryed 
in a retail store. ' '. . , r'’ . ' 
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The followng points, if executed, will increase the business, make banldng; 
popular and ultimately cut down the expenses in proportion to income, 

1. In the small banks where the number of daily cash vouchers does 
not exceed fifty on ordinary days, the manager may sign all the documents. 
When he is busy in conference vith the customers in a private room, the ac- 
countant must be authorised to pass cheques of those wiio have got credit 
balances or sanctioned limits. He should be allowed to sign the pass books 
also. 

2. In case the number of cash vouchers varies between fifty and one 
hundred, the manager should bo relieved of routine work. The accountant be 
authorised to sign pass books, pa 3 'ing slips, and cheques of persons liaving cre- 
dit balances and sanctioned limits. Of course, the manager must see that the 
work is going on smoothly and the customers arc being served courteously, 

3. Supposhig a bank has more than 125 cash vouchers on average da^^sj 
then there should be one assistant casliier also. One cashier’s counter ought 
to be near the current deposits clerk. The accountant ma\* be relieved of the 
routine work. The sub-accountant be allowed to sigix the paj^ in slips, pass 
books and cheque of persons ha'dug credit balanco and sanctioned limits. 
The accountant may be authorised to sign cheques to be cashed from other 
banks, handle papers relating to exchange, retiring and clearing business and 
fixed deposits receipt. The manager be consulted in cases of entangled pro- 
blems, loans and pronotes only. 

4. In case the cash vouchers exceed two hundred, there must be one 
cashier after everv hundred vouchers and the sub-accountants bo entrusted 
with responsible work. The counters of cashiers and sub-accountants should 
be located in such a wa^’’ that the customers mviy have the slightest trouble 
and minimum time in transacting banking business. 

In dividing this work the manager must be extra cautious. In judghig 
the number of average daily vouchers l\Ionda 5 's, Satinda^'s and daj's after 
holidays must be excluded. Supposmg there is alwa^^s a great rusk at certain 
coimter, the manager must not conclude that the particular cashier is slow and' 
the other a smart fellow. Many a time it happens that the treatment of a 
certain person is not good and the customers prefer to avoid him. In short 
every manager should have this motto before him “ Prowpi and courteous- 
service to our customers first ”. 

Bate of interest on advances. 

At present evpn the well organized banks are allowing 6% per annum on 
fixed deposits. In malting advances they must keep a margin of 3% at least. 
Sound banks alwa^^^s keep a margui of 3%, sometimes even more than that. The 
Imperial Bank of India makes advances against ornaments @ 7 % and allows 
^2 % psr annum to time depositors. The exchange banks follow the same policy .- 
Under these circumstances it is not possible to cut down the rate of interest on- 
advances unless and until a Bankers’ Banlc is organized, exchange banks are 
allowed to accept only current deposits, Government money is kept only in 
the Bankers’ Bank and all other banlrs are treated alike. 


Greater stability of Banics. 

Elastic currency and rediscounting privilege to the banlis by the Bankers’' 
j: ^ Iimia will solve this problem. To achieve this end we will have to- 

tollow the Federal Reserve System of the U. S. A. 
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Mobilization of cash resources of all iBanhs. 

Rediscouiitiiig privilege and elastic currency through Bankers’ Bank is 
"the best remedy. 

Q. 5 (8). — Considering that the dividends of established banks are fairly 
high, what in your opinion prevents more capital being invested in the expan- 
sion of existing banks or establishment of new banks 1 

Answer. — Rate of dividend is not always the test of sound banking. The 
best test is the ratio of reserve to the paid-up capital which is rather low in 
India. There should be a regulation that no bank can declare any dividend 
rmless and until its reserve is equal to at least one-fifth of its paid-up capital. 
The banks be also required to keep a strong reserve for investment depreciation. 

' This will prove of great help in case the Government securities fall in value. 
The depreciation of other investments can also be written 'off. Besides +his, 
there should be a contingent reserve fund. Tluough this banks can write 
off bad debts. Up to the time their reserve is equal to at least one half of 
paid-up capital, no bank be allowed to declare more than six per cent, dividend. 
After this end is achieved, it is advisable to transfer half the net profit to the 
different reserves. The other half may be given to the shareholders. At 
this stage too, the wise bankers mite off their bad debts before arriving at 
net earnings and reserves for emergencies. In no case must they eat up their 
reserves. 

Many a time declaring of high rate of dividend goes against the bank. It 
is proper that the rate of dividends of banks should either be steady or go up. 
But in no case it must go dowm. Once abairk's di\ddend rate goes down, it 
loses public confidence. This is exactly what has happened to the Punjab 
National Bank Ltd., and if I am not wrong to the Central Banlc of India Ltd., 
ulso. The Punjab National Bank Ltd. used to declare 15% dividend. Instead of 
building up strong reserve, it was paying to the shareholders. This worked 
all right during the brisk business period. But as soon as the business C3^cle 
took a trun, its earnine.s docreas d and bad debts increased. Naturallj^ it 
had to bring down the dividend rate and use some portion of the reserve too. 
Through this the bank lost public confidence and deposits began to decrease 
inspite of higher rates on time and seasonal deposits. Since Lala MuUc Raj 
Bhalla has taken charge, public confidence has been regained. It wall take 
another few years to restore it to its former position. 

Laclc of public confidence in new Banks. 

In the writer’s opinion, the well established banks can increase their 
-capital without much effort ; but they do not try. There are a good many 
people who would prefer to buy shares of those banks W’^hose reserve is equal to 
one half of paid-up capital, even at premium. 

^ The following points prevent the establishment of new banks : — 

1. Treatment of the Imperial Bank of India is not praiseworthy with the 
joint stock banks. It does not allow these banks the same facilities as it 
does to some of its own customers. If a customer has got accounts in more 
than two offices, the Imperial Bank transfers the balance from one place to 
another without any charge. _But it does not allow the same facilities to the 
banks. 

2. The rate of exchange charged by the Imperial Banl?; is too low to allow 
any joint stock bank to do the exchange business. The Imperial Bank has 
•got hold of Government Treasury, it can afford ; but' the other banks have to 
send actual cash. 
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Unless a Bankers’ Bank is establis'ked/ifc is pretty hard to attract capital' 
for new banks. 

3. The estabhshed banks charge very little commission on collection, 
business. Generally they charge the same rate from the small banks. Some 
time they charge more. It means that the small banks cannot do any collec- 
tion business. 

This defect can be remedied through the Indian Bankers’ Association. 

Q. 5 {14 ). — Have you any suggestions to make for augmenting the 
resources of banks so as to enable them to afford further facilities to com- 
merce, industry and agriculture ? 

Would you recommend anyone or more of the following methods for- 
seeming the increase in capital or would you suggest any other method : 

(a) by way of foreign capital i.e., by direct flotation in other qountrios- 
or through foreign banks ; or 
{h) by attracting the savings of the community ; or 

(c) by funds made available by Government e.g., a portion of the receipts- 
from cash certificates and sa^dngs bank deposits. 

Answer . — In this question paid-up capital of a bank has been confused 
vdth the worldng capital. Paid-up capital is the amount paid by the share- 
holders on which they receive dividends. The working capital includes re- 
serve, paid-up capital, deposits, collection business, dividend unpaid and all' 
other funds in possession of the bank. 

India already has enough of foreign capital. Moreover, mere figmes of 
paid-up capital never inspires confidence. The past career of the directors, eco- 
nomic management and a large proportion of earnings transferred to reserve 
will serve the need. The business of banks organized out of India should be ' 
restricted. They should be allowed to do only the exchange business. In no 
case they be permitted to receive saving and fixed deposits. 

(6) Yes, it -will pay us to attract the savings of the community. Ways- 
and means be devised to convince the public that it is better to save in the 
banks a part of their earnings. Banks may advertise individually but it will 
be both economical and fruitful to follow the example of ftea planters. The 
banks should join together and advertise through their association. We- 
can get plenty of new ideas through books written on bank advertising. 

(c) In the advanced countries post office saving funds and cash certifi- 
cates are kept in the recognised banks. If the same practice is followed in- 
India, it will greatly help the cause of banking. 

Q. 5 {IS ). — ^What facilities and concessions has the Imperial Bank of* 
India enjoyed from Government, Municipal and other Corporations and 
Indian States ? 

Should all these be continued or restricted ? State if in your opinion- 
joint stock banks in India should be afforded similar facilities and conces- 
sions 1 

Answer . — The Imperial Bank of India has got deposits of the Government - 
of India. Whether there is any private understanding or not, the municipal,, 
other corporations and Indian States follow suit and generally keep their' 
fimds vith it. It means that the Indian banks remain at a disadvantage. 

This is not the question whether the facilities be taken away from the 
Imperial Bank of India or not. The point is that fiist of all Government 
should not keep its funds with any bank dealing with the public. Its bank. 
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sliould bo Bankers’ Bank. In case the sound public opinion in India is not 
in this favour at present. Government funds should be kept in all the joint 
stock banks whose reserve is at least one-fifth of paid-up capital and which 
distribute one half of their not earning to their shareholders and transfer the 
other half to the different reserves. Indian States, municipal and other cor- 
porations be encouraged to patronise such banks. 

Letter from K. C. Kataria, Esquire, B.Sc., in Banking (Illinois U. S. A.), 
M.Sc. in Banking (Columbia, IT. S. A.), Amritsar. 

T beg to enclose a copj^ of my letter written to IMr. B. 0. Pandit, 
General Manager, Bank of Behar Lunited, Patna, in reply to his memo- 
randum submitted to your Committee, ior kind perusal of yom- Gomiaittee 
along with my memorandum sent to you on 27th January 1930 and aclmow- 

iedged by jour goodself on 29th January 3930 per No. 1008. 

Please owe receipt and oblige. 

Letter from K, 0. Kataria, Esq., Amritsar, to Mr. R. 0. Pandit, General 
Manager, Bank of Behar Limited, Patna. 

I am very much pleased to read your memorandum submitted to the 
Ceniral Banking Enquiry Committee. * 

The treatment of Bank of Bengal noth your Lank is regrettable. But 
there is nothing surprising. This is the case with everythmg Indian. 

You are right when you say that it is a joke to call the Imperial Bank 
of India the Bankers’ Bank in India. In my opinion it is designed to 
crush the Indian banks. In many cases it does not give the same faci- 
lities to the banks as it does to its other customers. It allows overdrafts 
limits to its customers against Government promissory notes but in very 
few cases it gives the same facilities to the joint stock banks. When it 
sees that a joint stock bank is making little money through exchange, it 
refuses to da the T. T. business on scheduled rates even. 

I perfectly agree with you when you say that ih<i Imperial Bank should 
have been alloived to establish overseas branches and to enter into exchange 
business which is in the hands of the foreign banks. Those who advocate 
that the Imperial Bank should not take up exchange business give the fol- 
lowing reasons: — 

1. There is a great scope in India for iriilising all the Imperial Bank’s 
resources in financing internal trade of the countiy. In case it enters 
exchange business it vdll have to lock up considerable balances in London. 

2. Foreign exchange business is attended with much risk and the Impe- 
rial Bank, so long it continues to hold Government balances, should not 
be allowed to take these risks. 

.3. The Imperial Bank is now holding bankers’ balances : and if, as a 
result of its competing with the exchange banks, the latter withdraw their 
balances, the loss to the Imperial Bank may be more than the anticipated 
profit from exchange business. 

Even a layman can prove these arguments as fallacious ones. No 
doubt there is great scope in India but it does not mean that the Imperial 
Bank should monopolise the whole banking business and the other Indian 
banks may go to dogs. As Bankers’ Bank it ought to advertise in such a 
way that banking habits may be inculcated among the people and they 
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i)e encouraged to patronise Indian banks. It is a pity it is doing quite tbe 
reverse It is immaterial if it bas to lock up its funds in liondon, New 
,York and other places. The gain will be much greater than the loss. 
Moreover, it will have deposits of its customers of overseas branches also. 

If exchange business is a risky one, the internal financing business is 
not less risky either. Besides this, there is no gain without pain. 
Foreign exchange business must be done by the leading Indian bank. 
There are cases where banks holding Government ^ bplances are doing 
exchange business. The National Bank of India, Bimited, ss banker to 
the Government of the British East Africa. 

The argument that in case the Imperial Bank enters into exchange 
business, the exchange banks w^ill withdraw their balances is beyond con- 
ception. No bank can aftord to exist 'without co-operating 'vdth the Bank- 
ers’ Bank. The Imperial Bank is the keen competitor of the Indian joint 
stock banks but they have to keep their balances with this bank. Similarly, 
the exchange banks will have to keep their balances with this bank. Even if 
they withdra-tt^ a portion of their balances, we should bear such loss with a 
cheerful face as exchange business will come in the hands of the Indians and 
ultimately the Indians wall take up marine insurance and foreign ship- 
ping business also. The gain will be much more tb.an the imagined loss if 
any. 

May I point out that I differ from you when you say that an audit or 
examiiiaticn even by special auditors will not be of much use. I cannot 
say much about the Alliance Bank but I remember that in 1925, when I 
had recently returned from the U. S. A. somebody showed- me the balance 
sheet of the Bengal National Banlc and I told him, that even from the 
balance sheet it appeared that the bank was not in good standing. A 
balance sheet published according to the Companies’ .4ct does give some 
idea about the standing of a bank. It was the balance sheet of the Punjab 
National Bank, Limited, which created suspicion in the minds of the public 
last year. Last year, simply by scrutinising the balance sheet of the 
People’s Bank of Northern India, Limited, I pointed out at least five glar- 
ing defects about the standing of that bank to one of its Amritsar local 
directors. The auditors in India' should be given greater powers than they 
are enjoying at present and similarly their responsibilities should be greater. 
They must be severely dealt wdth, in case, fictitious entries are discovered. 
Auditing musi- be more thorough than it is at present. As I have sug- 
gested in my memorandum submitted to the Central Banking Enquby 
•Committee, banks should be audited by the State examiners. These 
examiners must be of the same province and should w^ork under the Eegist- 
rar. Of course they will be graduates of commerce with at least three 
3’^ears’ practical banldng experience. In this w^ay there wall not be any 
language trouble as you say in your memorandum. These examiners ought 
to pay surprising visits to the banks. Thus the banks will not make as 
many adjustment entries as ■(hey do at present. Their investments will 
also be more safe and liquid than they are at present. If the reports sub- 
mitter by the Government auditors are wrong and misleading they must be 
taken to task; but it does not hiean that the auditing should be stopped. 

• May I add in this connection that' I have also suggested that a bank 
equal to l/5th of its paid-up capital, must not be 
•a O'Wed o declare jany dividend 'and a bank w'hose reserve is more than 1/5 
-ana less than 1/2 of paid-up capital must hot declare divided more than 
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tlie rate of 6 per cent, per annum? After that 1/lOth of net earnings 
bo transferreci to the reser^■c fund. This provision will make om* banks 
more stable than they are at present. 

In the matter of imparting bauldng education loo, I_beg to differ from 
you. It is of no use to send any student abroad when India cannot make 
any provision for those who have received training from advanced countries. 
After receiving academic education upto B. A., the writer spent full four 
years in the two leading Universities of the U. S. A., i.c., State University 
of the Illinois near Chieugo and Columbia University in the City of New 
■York, under the world known e.xpcrts of finance. ‘ He was the favourite 
studonc of Dr. H. Parker Willis, Secretary, Federal Beservo Board (1914- 
18} and author of over dozen books on banicing and general business. It is a 
pity that for full five j'oars he has not been able to join any decent Indian 
■banic. If India has to care only for British degrees then it must bo dis- 
tinctly mentioned thai students must not go to any other place except 
U. Iv. The writer has not taken any part in polities simply for this reason. 
It 3S regrettable that oven the national banks have not cared for bun. 
Under these circumstances, I would be the 'last man to suggest that 
students be sent abroad for training in commercial subjects at least. 

I belie ''0 it will be more economical to tram students right in India. 
There is plenty of stuff. The only thing required is organization and finan- 
cial help. In the big cities, where there are commercial colleges attached 
to the Universities, let the banks allow commercial students to work in 
their banks, on nominal pay during the long vacations. In this way, they 
will receive both theoretical and practical training at a time. After they 
oompiete cohege studies, they can join the same banks. In this way the 
banks can have trained men for responsible positions. 

AVe can train the junior staff by organising centres of Institute of 
Banker.s in these places, for hero we can en.sily secure the services of pro- 
fessors for one or two evening hours. These centres must be teaching ones. 
At other places v/here teachers are not available, we can have examining 
ceiitrvis of Institute of Bankers. 

You are right when you say that large advancement in banking and 
banking habits is possible if people are made to go to the banks and keep 
banking accounts. Of course Government can do a great deal in this matter 
but our bankers can do still more. Our bankers advertise but they do so in 
old hackneyed way. Let them impart some useful infonnation to the public 
as the banks of advanced countries are doing. The language must be 
simple and convincing. An average man docs not care much about the 
kinds of banking business. He just wants to know whether you can do 
his business or not. Advertise in ten different nays bow saving fund 
accounts can help an average man. Convince the traders that it pays to 
keep current account in a well established bank. Advertise in a simple 
language the advantages of appointing tru.stees in one’s o-um life time. 
Prove to the widows that you could help them in case their husbands had 
created trust in their life time. Inform the old people that the banks can 
collect their rent, dividend, interest, etc., and spend the money as thev 
desire. Let the students Icnow that they can get scholarship regularly 
their pni-ents’ trust is managed by the banks, etc., etc. 

Excuse me my letter has become rather long and I must cut short it 
here. May I request you to send a copy of the latest balance sheet of vour 
bank? 

VoL. n ' 


Q 



226 


No. 28. 

StSitsmsiit o£ evitlsncB sul)initt6d by Mr. K. M. MacDonaldj Blanaging? 

Crovernor, Imperial Bank of India, Calcutta. 

7 . — Industrial Banlis and credit facilities for India’s main mdtistrics. 

Q. 1 (a). Fixed Capital Expenditure or Block should, in the first 
instance, be raet frona share capital and later, if necessary, by issue of 
long term debentures. This is generally recognised as a fundamental 
principle of sound finance. A number of cotton mills have financed 
block expenditure from deposits from the public instead of from share 
capital and issue of debentures, and this practice has on different occasions 
been a source of embarrassment during periods of depression. The practice- 
cannot be recommended. 

Industrial company debentures, especially in Westom India, are not 
as popular as they might be as the Indian investing public prefer a 
security which gives a prospect of capital appreciation. The establish- 
ment of Investment Trust Companies might assist in the popularising 
of debenture loans of limited companies. 

(b) Current Bequirements or Floating Capital. — This is met by deposits- 
from the managing agents and the public, and by loans from banks. 
Loans from banks are usually secured by a charge over stocks accompanied 
by the guarantees of third parties. 

Sound, well managed industrial concerns usually do not experience any 
difficulty in maldng arrangements for their financial requirements. 

Q. 2. A trader of standing carries on his business in the most econo- 
mical way to himself and will arrange for the required finance himself 
if it suits him whether he is a buyer, seller or middleman. Traders of 
standing find little difficulty in arranging for seasonal finance to meet 
their requirements according to conditions and customs which exist to-day 
but, if it were possible to identify particular advances with individual' 
sales, currency bills self-liquidating in nature could more easily be used' 
and credit thereby facilitated. 

Q. 3. Advances against authorised securities under the Bank Act are 
usually given at Imperial Bank Bate. The rate of interest charged on 
advances otherwise secured is usually 1 per cent over Bank Bate. 
Advances to companies are often on the security of the hypothecation of 
stocks. In the case of the Imperial Bank of India, to meet the require- 
ments of the Act, advances to companies of this nature are gi'anted 
on the security of pro-notes drawn by the borrowers in favour of the 
guarantors, who are usually the managing agency firms and endorsed by 
the latter to the bank, and the hypothecation of stocks is taken as colla- 
teral security. 

It does not seem to me possible to improve the legal status of hypothe- 
cations without adversely affecting the freedom of trade but, if it were 
made a criminal offence for a person who has hypothecated goods to 
deal with such goods in any way contrary to his undertaking under the- 
hypothecation, I think that finance of trade would he assisted. 
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A number of companies bold their reserves in Government paper 
against which thej borrow at or about Bank Bate. 

Loans against personal security are given on terms which vary widely 
and according to the circumstances of each case — generally speaking 
they are on the whole reasonable. 

Q. 4. I have already stated that fixed capital expenditure and block 
should be financed from share capital and the issue of long term deben- 
tures. With regard to floating capital for stock and other recurring require- 
ments, banks have met freely the requirements of industrial companies 
in the past, according to the credit of the borrower. 

I am not in favour of trade banks as I do uot consider it a practical 
or safe proposition for a bank to restrict its business to special trades, as 
an essential factor in safe banking is a wise distribution of risks. 

In my opinion industrial banks would not be a success in India at 
present. There would be little likelihood of the investing public having 
confidence in them and in the present stage of development there is not 
sufficient scope for successful operations. If such banks are established 
no special facilities would appear necessary and they must work on their 
own share capital and debentures, not on short term deposits. 


II. — Financing of Foreign Trade. 

Q. 1. The requirements of exporters and importers appear to be well 
met. Traders of standing and repute have httle difficulty in making 
arrangements for business in accordance with their means and business 
standing, 

Q. 2. The usual documents in connection with foreign trade are bills 
of exchange with full shipping documents attached. Credit is fi’eely avail- 
able to all exporters and importers of sound standing by discount of such 
bills. Clean credit is given in deserving cases to a moderate extent; it 
has, however, to be granted very cautiously if it is not to lead to over- 
trading or be sunk in block advances. 

The rates of interest for clean credit fluctuate with the Imperial Bank 
of India Bate which is normally righer in the busy season (say December 
to May) than in the rest of the year. The rate for bills depends on 
world rates. 

The facilities for discounting export bills are ample in the present 
stage of development of the country. The increase in the number of 
exchange banks operating in India during the last, say 15 years, has 
resulted in keen competition and any restrictions which may have been 
in existence previously are now absent. 

The competition referred to above has resulted in very fine sterling 
exchange rates and the margin of profit to the banks must be now very 
small. 

Q. 3 (i) (a) Ss (b). The warehouse accommodation at the principal ports 
appears ample for existing requirements. 

(c) The present practice is a great advantage to trade and so long as 
it is honestly carried out with proper precautions, it is sound. But any 
restrictions which would have the effect of prejudicing the position of 

Q 2 
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subsequent holders in due course of the relative goods or the sale proceeds 
of such would be a definite danger and hindrance to trade.^ 

(d) If railway receipts gave a holder in due course a legal right to 
the goods represented in the same way as a bill of lading it would greatly 
facilitate the financing of goods in transit. 

Under the British Stamp Act drafts payable three days after date 
or sight are classed as demand drafts and stamped 1 penny. There is 
no such provision in the Indian Act and I think that, if drafts drawn for 
the finance of goods during transit between the interior and a port (or 
any other station) were treated as demand drafts for the purposes of 
stamp duty, the finance of goods in transit would be simplified. It would 
enable drafts to be drawn D. A. so that the consignee could obtain the 
railway receipt, etc., by acceptance alone. Three days would not, of 
course" be sufficient in India where transit may take a considerably 
longer period. 


III. — Eegvlatiop. of Banhing. 

Q. 1. I am in agi-eement with the answer of the Bombay Chamber 
of Commerce to this question. 

Q. 2. No. 

Q. 3. I am in agreement with the answer of the Bengal Chamber of 
Commerce to this question. I am also of opinion that banks operating 
in India with head offices outside India should submit annual state- 
ments showing their total Indian business. 

Q. 4. In view of the fact that co-operative banks benefit by the 
expenditure of public funds on the co-operative depaiiiments and by 
exemption from income-tax, their business should be confined to co- 
operative banking and they should not be allowed to compete in other 
forms of banking vdth commercial banks or indigenous bankers who do 
not enjoy such facilities. 

Q. 5. I see no objection to Government insisting upon foreign banks 
operating in India requiring a license, but once a bank has obtained a 
license it should not be possible to mthdraw it so long as the bank complies 
with the law, and banks at present operating in India should be given 
a license. The licensing authority should be the Finance Department. 
No special regulations need be prescribed for governing the operations 
of such foreign banks. The conditions under .which licenses would be 
gi-anted would require very careful consideration and should not include 
any which would restrict the free supply of banking capital and the 
facilities which are available from this source'. 

Q. 6. This point has been dealt with under question 3. 

Q. 7. Liquidation with expedition and advance payments to depositors 
in the case of failure of banks vdll depend entnely on the position of the 
bank and nature of its assets. If, after a valuation, it is found that there 
are available assets, similar arrangements may be made with the bank 
doing Government business as were carried out by the Imperial Bank of 
India in the case of the Alliance Bank of Simla, Ltd. 

_ _Q. 8. (i) Inexperienced general management and lack of proper super- 
vision by the Board of Directors. 
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(ii) The utilising of short term deposits in long term loans or 
in loans which, though nominally short term, are for purposes which 
cannot provide repaying capacity within the periods stipulated. 

The only remedies are careful selection of officers, directors and 
auditors, and the adherence to sound banking practice. 

Q. 9. No provision appears possible. This appears to be a matter of 
arrangement by the proprietors (shareholders) and creditors. 

Q. 10. No. 

Q. 11. No. 

Q. 12. It is difficult to legislate against this. A bank’s best protection 
is a sound position and the reputation of its dhectors and management. 

Q. 13. Income-tax, super-tax and, where chargeable, munjicipal tax. 

Co-operative banks should, I think, be continued to be exempt from 
income-tax, but only so long as they undertake co-operative business and 
in no waj’^ compete with bankers who have not such exemption. 


IV. — Banicing Education. 

Q. 1. There is no co-ordination of effort between banks and Universities. 
Under the Imperial Bank of India’s scheme for the training of Indian 
assistants, a copy of the memorandum of information in connection with 
which is attached, preference is given to candidates who have obtained 
the degree of Bachelor of Commerce from the College of Commerce, 
Bombay, to graduates of a recognised University of 'the United Kingdom 
or India, to persons who have passed the examination of the Institute 
of Bankers in England, Scotland, Ireland or India and to those who 
have had previous banking experience. 

Q. 2. Under the scheme referred to above, facilities for training are 
given to selected candidates and arrangements are made to hold examina- 
tions of the English and Indian Institutes at our branches. 

Staff officers have in the past been largely recruited in England but are 
now to an increasing extent being promoted from the assistants trained 
in the bank under the above scheme as suitable men become available. 

The supervising staff of the exchange banks is sent out by their 
Home offices as vacancies arise. 

The clerical staff of the Imperial Bank of India is recruited in India. 
The selection is usually made from young men who have just left school. 

Q. 3. Lectures on banking subjects are provided by a number of 
colleges and the Indian Institute of Bankers. The Indian Institute of 
Bankers also provides facilities for study for bank employees, and holds 
examinations annually. It is compulsory for all new officers to pass the 
examinations of the .English, Scottish, Irish or Indian Institutes. The 
subordinate staff are encouraged, to do so by the granting of an honorarium 
to those who pass the examinations. 

Q. 4. Eacilities are made available in Great Britain for banking educa- 
tion by banldng institutes and encouragement is given to hank employees 
to take advantage of these facilities by banks by way of accelerated pro- 
motion and gratuities. I believe that certain banks now insist upon their 
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einployGGs passing tlie Instituts examinations %Yitliin a reasonable period 
as a condition of service. 

I am of opinion that better preliminary training can be obtained by 
Indians in India than in England. Young Indians of exceptional ability, 
and possessing bigb q^ualifications would, however, benefit by special 
training abroad. 

Q. 5. The present constitution appears suitable. 

Q. 6. I am of opinion that the Institutes in the United lUngdom 
should be taken as a guide for the future development of the Indian 
Institute. 

Q. 7. Indigenous bankers receive practical training in their family 
business. 

It would be to their advantage if younger members of the indigenous 
banking families were encouraged to join joint stock banks. Their 
inherent shrewdness would be of assistance to the banks and they would 
benefit by traioing in up-to-date banking methods. 

Q. 8. India is bound to develop industrially, commercially and in agri- 
culture in the future and that vdll require increased banking facihties 
which will open up great opportunities for suitable men trained in India. 
The prospects of such men wiU depend upon themselves but there is no 
doubt that really good bankers will find the way to the highest posts open 
to them. The absence of trained men is a factor, but only one of many, 
to which may be attributed the slow development of banldng in India. 


V. — General Banicing Organisation and Money Market- 

\ ^ 

Q. 1. The principal weakness in the Indian barddng system is the 
divorce of agriculture from the commercial money market. This weakness 
can only be remedied by the reorganisation of the co-operative banking 
sj^stem on lines acceptable to the commercial banks so that they can 
borrow freely from the latter and/or by the “commercialising” of the 
indigenous banking system. 

Q. 2. In my opinion the only way in which greater co-operation can 
be obtained is through the use b)'- the indigenous banks of credit docu- 
ments which are acceptable to the commercial banlcs. The usance bill 
should be encouraged for the finance of village bankers by shroffs, but 
bills with fixed dates of maturity would, I think, be unsuitable for use 
in the finance of the cultivators by the village bankers. The exemption 
to stamp duty of bills of small amounts, and the reduction in the duty 
on other bills, would be a step in the right direction. The demand pro- 
note, which is acceptable to the cultivator, is not suitable for rediscount 
by the commercial banks as the latter cannot know from time to time 

the amount outstanding on it, and I can see no way of getting over this 
mfnculty. j 6 6 

Q. 3. Suitable clearing facilities are available in towns where they 
are found necessary and are organised on the lines of the clearing houses 
m provinrial towns in Great Britain but in all cases the position of the 
Jinpenal Bank and that of the Association of Clearing Banks should be 
Jnore clearly defined. 
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Q. 4. No. 

Q. 5. rinancial iJanics have 'usually resulted from the failure of banis 
^■of importance. The ans'v\’'ers xo the questions in Part HI indicate my 
views on the better regulation of banking. 

Q. 6. (i) Misappropriation of hypothecated goods and of goods held 
under Trust Eeceipt. 

klanipulation of stocks given as secmdty whereby quality or quantity 
w^as changed. 

Use of documents which in fact were not what they were understood 
or purported to be. 

Concealment of assets in bankruptcy proceedings. 

Undesirable uses of joint family system under which when convenient 
family property is claimed to be exempt from liability for debts incurred. 

Vexatious obstruction in execution of decrees. 

(ii) Generally such frauds and malpractices may be attributed more 
to defective business practice than to inadequacy of existing legal pro- 
•visions and the bad business is due to excessive competition between banks. 
But it should be possible to make the criminal law more effective against 
breach of trust and hypothecation and to provide some protection against 
vexatious obstruction in execution proceedings. 

Q. 7 (fl) No. 

(b) This is a question of free competition with w'hich legislation should 
not interfere. 

(c) I have given my views on the regulation of banking in Pai’t III. 

(d) The steps to be' taken would depend on the nature of the 
•emergency, 

Q. 8. Attempts have been made by promoters to increase the number 
of banks, but owing to the many failures capital is shy. My views on 
the better regulation of banking are given in Part III. Contrary to 
'Opinions commonly held the yield on bank shares is small and there is 
I think considerable confusion in the minds of many regarding dividends 
and yields. Dividends may be high. as the result of good management 
over a long term of years but in the early years of a well managed bank 
they wall not be higlf enough to attract any large amount of Indian capital, 

Q. 9. Agriculture being the main industry in India and bills payable 
on fixed dates being unsuitable for primary agricultural finance, the bill 
Taabit is not w'^ell developed. In answ'er to question 2, I have given my 
view^s on this point. At present most internal bills drawm in India repre- 
sent money lending transactions, they are not drawm in respect of an'V 
particular business transaction in goods on the conclusion of w^hich they 
are automatically paid off. 

Q. 10. No. Except that so long as settlements on the exchanges are 
as liable to interruption and , postponement as they are at present the 
relations cannot be what they should be. 

Q. 11. There are brokers’ associations in most towns of commercial 
importance and banks usually only recognise brokers wdio are members 
■of such associations. 
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0. 12. T presume tliis question refers to Agency Banliors such as Cox 
and Kings, Ltd., Tlios. Cook & Son. Ktd., Crindlay & Co\., etc., nlio Mill 

be m a position to give a detailed reply. ..... 

Q. 13. Generally speaking banks M-ill only provide their omui godoM-ns 

M'hen the demand for them is assured. 

Q. Id. The internal resources of banks can only be increased by the 
encouragcnieut of the banking habit which is dependent on education, 
contidenee, soci.al customs and iamiliaritv. 

There should be no restrielions to the investment of foreign capital 
in Indian banking. 

Q. 15. The Imperial Bank of India has opened 100 additional blanches 
since the amalgamiition under its agreement with the Government of India 
and has done everything possible under its Act to meet the requirements 
of the trade of India. " It takes time to become accustomed to new 
methods of finance, but there are indications that traders and cnltivatons 
are taking increasing advantage of facilities otiered. and are noM’ moro 
ready to give security required by the Act. 

(o) The Imperial Bank of India meets requirements fully M'lien the 
security is acceptable. 

(b) By advances against stocks, discount of bills and the purchase 

and sale of T. T. and demand paper the bank finances a. 
very large portion of crops moved. 

(c) Exebange banks take from the Imperial Bank loans against 

nullioriscd securities when required, and ibis enables them to 
economise considerably in their idle money. 

(d) Joint stock lvmk'5 generally receive the same facilities as 

exchange banks and certain joint stock banks have been 
granted cash crod.it facilities suitable to tboir requirements. 
Approved indigenous bankers arc given bill limits within 
which approved bills endorsed by them are discounted; they 
are also granted loans on demand pro-notes bearing tu’o names. 

(c) & (f). In general the relationship of tbo Imperial Bank Avith 
Indian States and ProA'incinl Governments is that of banker 
and customer, but in sonic instances assistance has been, 
gii'cn in loan arrangomonts. 

Q. 16. Tbo Liquidators of tbo Alliance Bank of Simla ivoro assisted. 
This has been tbo only practicable proposition. 

Q. 17. No answer. 

Q. IS. Tile relationship between tbo Imperial Bank, tbo Government 
of India, Public Bodies and Indian States is that of banker and customer. 
The bank lias undGrtakoii for ilio Govornmont of India certain duties not 
ordinarily included in this relationship, for example, tbo management of 
the public debt, llic transfer of funds for the public and tbo safe custody 
of currency clicst balances, the rcmuuoration for which is mutuall.T 
arranged. 

1 believe it to bo tbo ]ircdominant practice for GoA*oi‘nincnts to confine’ 
tlioir banking arrangements to one instUiilion, and I am of opinion lus is 
TUo most economical arrangement. 
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XfiiPEEIAL BANK OF INDIA. 


Memorandum op Scheme fob training Indians fob service in the Bank. 

1. The Bank is prepared on the following conditions to train Indians in 
practical banldng with the object of fitting them to hold positions of 
responsibility in the Bank. The ages of the candidates should not be 
more than 25. 

2. Applications should be made to the Secretaries and Treasurers of 
the Local Boards who 'wdll select the men to be trained in the varioua 
Circles. 

3. Preference will be given to candidates who have obtained the degree 
of “Bachelor of Commerce’’ from the College of Commerce, Bombay, to 
Graduates of a recognised University of the United Kingdom or India 
or to persons who have passed the examination of the Institute of Bankers 
in England, Scotland, Ireland or India and to those who have had previous 
Banking experience. Others also may be selected who are highly recom- 
mended by persons well Imown to the Bank, but in their case they will 
require to satisfy the Bank as to their education, general knowledge, etc. 
Members of the existing staff of the Bank may also be selected and 
will be given the same opportunities as the others for acquiring practical 
knowledge. 

4. Candidates will be taken on probation for three years and if, at the 
expiry. of six months, the Bank decides that a candidate is lilcely to meet 
its requirements, he will be asked to enter 'into an agreement to serve the 
Bank as a Probationary Assistant for a fm’ther period of two-and-a-half 
3 -ears, If, at the expiry of this term, the Bank decides that a Probationary 
Assistant should be promoted he will, subject to the conditions hereafter 
mentioned, be promoted to the 2nd Assistant’s grade and will be called 
upon to sign an agi’eement to seiwe the Bank for a further period of 
three years. 

A Probationary Assistant’s Agreement may, in special cases, be 
extended to four years but in no case shall a Probationer be kept in this 
probationary category for moi*e than four 3 ’^ears and ordinarily not more 
than three years. The period of Second Grade Assistants’ Agi’eements 
shall be .three years and thereafter shall run on unless terminated as 
provided hereafter. 

- Probationaiy Assistants and Assistants on the 2nd Grade shall on 
signing agreements deposit with the Bank in- cash the sum of Es. 1,000 for 
the due performance by them of the duties of their employment under 
their agreements. The. Bank may, in lieu of a cash deposit of Es. 1,000, 
accept an approved personal surety, in which case the Bank shall deduct 
every month 10 per cent, out of the salary of the Probationary Assistant 
or Assistant until the deductions amount to a sum of Es. 1,000. 

The agreements executed by Probationary Assistants and by Assistants- 
on the 2nd grade will provide that if a Probationary Assistant oi an 
Assistant intends to leave the Bank’s service at the expiry of the period, 
of the first three years’ seiwice inclusive of the fii'St six months’ probation 
before execution of the probationary agreement in the case of the former, 
or at the expiry of the second three years’ service or at any time" thereafter 
in the case of the latter, six months’ 'notice in writing must be given to 
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-the Bank. The penalty for non-fulfihiient of the terms of the agreement 
will he the forfeiture of the Security Deposit of Ks. 1,000 or the payment 
of that amount hy the person who executed a personal surety bond. 

The Agreement will also contain a clause empowering the Members of 
the Local Boards to terminate the service of Probationary Assistants 
during the first year of sexwice by giving them one month’s salary and 
.of Pi’obationary Assistants thereafter, or Assistants at any time, at their 
discretion on giving them three months salaiy. 

0. During the period of probation Probationary Assistants will draw 
Es. ioO per mensem rising to Es. 250 per mensem by yearly increments 
■of Es. 50. 

6. The training in the first instance will, if possible, he given at a 
Branch but the exigencies of the service may require it to be ^ven at a 
Local Head Office. Probationary Assistants must undergo training and 
Assistants must serve the Bank wherever the Bank considers it advisable 
to send them. 

7. The salary attaching to the Assistants, 2nd Grade, will be Es. 300 
.rising to Es. 500 by yearly increments of Es. 50. 

The conditions of entry into this grade will ordinarily be: — 

(1) That candidates have served for three 3'ears as Probationary 

Assistants or otherwise. 

(2) That they have satisfied the Bank that they have a good practical 

Imowledgc of the working of a Bank and show promise of 
being able to manage a staff. 

(3) That they shall not advance beyond Es. 400 until such time as 

they have passed Part I of the examination of the English, 
Scottish. Irish or Indian Institute of Bankers, London, 
except that, in the case of Assistants who were foimerly 
employed by Ihe Bank as clerks, this condition may be 
waived by sanction of the Central Board. 

A clerk drawing pay higher than the starting pay of the Grade 
or of the Probationary Assistant’s Grade, if promoted to one 
of these grades, shall come in on the next step above the 
pay he was drawing as a clerk but he shall be graded at 
the bottom of the List and shall mark time on his starting 
pay until his length of service on the grade entitles him 
to an increment. 


8. An Assistant on the 2nd Grade placed in charge of an Agencj^ of 
dhe Banli shall draw a special allowance equal to 20 per cent, of his 
•substantive pay for the time being. 


9. Promotion to the higher ^’ades in the service when vacancies occur 
wiU_ depend upon the degree in which the Bank is satisfied with the 
Second Grade Assistant shall be promoted to be a 
S aff Officer until he has completed the associate examination of the 
English, Scottish, Irish or Indian Institute of Bankers. 


■fp,. ^ vacancy occurs in the Officer’s grade the Secretary and 

report regarding any Second Grade Assistants 
who are qualified for promotion to fill the vacancy. 
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10. The leave allowable to a Probationary Assistant will be fourteen 
■days for every year's service and to an Assistant on the 2nd Grade thirty 
■days for every year’s service. Leave may not be accumulated. 

11. Probationary Assistants and Assistants on the 2nd grade, shall 
become members of the Imperial Banlc of India Employees’ Provident 
Eund. They shall, on attaining the age of 21, also become members of 
the Bank’s Pension and Guarantee Eund and shall abide by the rules 
-of the above Eunds. Service rendered before the age of 21, shall not be 
held as service for pension. 


Amended, Central Board Meetings of 11th January and 12th July 1929. 
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No. 29. 

Statement o£ evidence submitted by Mr. Climiilal B. Mehta, Bombay. 

1. The problem of banking in India is so intimately connected, as in other 
countries of the world, with the larger aspects of currency, exchange and public 
finance, that it is impossible to divorce one from another and take a detached 
view of the question of banking. 

2. The function of a bank is not the creation of credit but the distribution 
of it ; and the problem in India, as it appears to mo, is not the number of 
banks or bankers but one of the amount of credit supply and proper distribu- 
tion of it. As it is, banks and bankers are now clamouring for more business ; 
an addition of a few more joint stock banks, cspeeially in the Presidency 
Towns, would lead to rmhealthy competition. 

3. As it is at present the credit resources of the country are determined 
and regulated by Government without any automatic system ; credit is- 
controlled by Government. The amoimt of credit supply is determined 
by Government deposits with the Imperial Bank, the issue of currency against 
trade bills and the issue of the same against securities. Since the Government 
of India started the polic}'’ of currency deflation Government cash balance 
with the Imperial Bank has gone down. 

Government Balance with the Imperial Banh of hidia. 


(Month ond.) (In lakhs of P.s.) 

Slump Season. 


Montli. 

1929-30. 

1928-29. 

1927-28. 

1926-27. 

1925-26. 

1924-25. 

1923-24 

April .... 

10,09 

7.14 

14,54 

13.06 

27,09 

19,82 

14,83 

May . . 

8,59 

6,63 

11,86 

14,83 

28,43 

20,56 

12,38 

June .... 

20,65 

7,90 

9,81 

32,30 

22,26 

22,01 

12,64 

July .... 

13,07 

6,29 

15,58 

36,29 

24,54 

32,18 

29,49 

August 

12,44 

16,92 

15,74 

35,45 

19,62 

32,06 

23,12 

September . 

20,04 

5,76 

12,56 

20,23 

9,96 

25,27 

16,76 

Busy Trade Season. 

October 

15,49 

6,32 

8,76 

14,03 

7,40 

11,30 

7,79 

November . 

14,00 

7,69 

9,66 

9,16 

6,74 

10,34 

8,42 

December 

7,05 

7,73 

7,04 

6,33 

5,26 

7,43 

■ 8,56 

January . . , 

17,36 

8,06 

7,88 

13,44 

9,90 

17,94 

16,92 

February 

18,26 

10,29 

7,32 

20,16 

13,86 

24,04 

22,63 

March 

17,39 

5,60 

6,03 

24,62 

21.46 

27,45 

26,94 


, above statement will show that the Government balance with ■ 

he Imperial Bank is generally smaller during the busy crop season and that it 
IS larger during the slump season when trade demand is necessarily small. 

s a matter of fact the converse of this must be found in Tndin, where the cur- 
rency IS melastic and incapable of automatic expansion. Perhaps, the fact 
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that Government balance with the Imperial Bank does not fetch any interest 
may appear to be a profitable proposition to keep a small balance only. But 
it seems to me that the interest payments on Treasury Bills ofiset this ad- 
vantage. Government contribute to the stringency dtrring the crop 
moving season by a smaller balance. The issue of additional currency, if any, 
against trade bills during the season simply supplies the deficiency caused by 
the low Government balance and hence it cannot be regarded for practical 
purposes as increased credit supply. What Government should do is 
that their balance with the Imperial Bank during the busy season should be 
larger than during the slump season. 

5. Ordinarily the Bank Rate is low in India during summer and monsoon 
months. India is the only countiy in the world where the annual range of 
interest rates is very vide. A range of 3% to 4% is quite ordinary in India, 
whereas such a wide range in anj^- other country would be regarded as grave 
and serious. 

6. Bloreover, the Bank Rate in India is never raised or lowered by anything 
less than full one per cent. The practice of raising or lowering the rate by ^ per 
cent, should bo followed, and an attempt should be made to make the Bank 
Rate to follow trade conditions and not trade conditions to follow the Bank 
Rate. 

, 7. Every country in the world has certain seasonal features, but in India 

too much is made of it. In the case of the Banlr of England or the Bank of 
France or the Federal Reserve Banks there is no seasonal rise and faU in the 
Bank Rato as we have in India. It is necessary that the Bank ate in India 
should not be frequently changed, and that too without sufficient reason. 

S. The most tragic feature about our money market is that the Bank Rate 
begins to rise at the commencement of the export season and the rise continues 
until trade is affected adversely. There is no justification at all for seasonal 
rise in the Bank Rate if adequate credit is placed to fully meet the seasonal 
requirements. The tendency all over the world in modern times is to con- 
quer seasonal features in matters economic, and as long as trade is healthy 
adequate credit resources should be found without increased cost. Attempt 
should be made to meet the demand rather than drive away the borrower 
by putting the rate high. Increasing the rate really amounts to saying that 
the trade vdll not be financed unless it is prepared to pay very high rates, I 
may mention also that a higher Bank Rate in every season does not reflect a 
satisfactory state of affairs. It is really remarkable that in France the Banlc 
Rate remained at 3 since January 1928 until recently, when it was lowered 
to 3%, although monetary conditions all over the world have been stringent. 
In short, I want to say that the authorities should give up the idea that seasonal 
monetary stringency is inevitable, and a way must be found out to fully 
meet the seasonal requirements without recourse to the increase in the Bank 
R.ate. An increase in, the Bank Rate does not mean that enough credit has 
been provided but reflects insufficiency of credit supply. 

9. The Bank Rate in India has not the same functional value as the Bank 
Rate in other countries. A rise in the Bank of England Rate will tend to at- 
tract money to London for investment at higher rates of income. , Similarly 
lowering of the Bank of England Rate will tend to the flow of money out of 
England for better investment elsewhere. A rise or fall in the Imperial Bank 
Rate does not result in a similar flow of money ; if at all it does anything it is 
insignificant. Undoubtedly higher Bank Rate helps to maintain the exchange 
to some extent but the effects of it on trade and industry ate very detrimental. 
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10. The following table shows the percentage of Goyernment deposits- 

to other depositsin the Imperial Bank and the Bant of Japan:— 


Percentage of Govermnent Deposits to Other Deposits. 








Imperj.-il Bank 

Bank of 

End of 






of India. 

Japan. 

December 1929 



• 


» 

9-97 

190*41 

.Tune 1929 



• 


• 

. 29*10 

185*12 

December 1928 . 



* 



12*65 

305*97 

June 1928 






11*45 

270*08 

December 1927 





* 

9*76 

419*26 

June 1927 






. 12*42 

. 327*27 

December 1926 






8*77 

698*76 

June 1926 






43*12 

677*53 

December 1925 



• 



7*01 

700*00 

June 1925 



• 



29*68 

600*97 

December 1924 



« 



9*77 

902*20 


This shows the percentage proportion of Govemment deposits to other 
deposits. 

There is no denying the fact that the Government of Japan actively help 
the trade and industry of that country by placing a largo cash balance with 
the Bank of Japan ; the percentage of Government deposits to other deposits- 
is simply astounding ; it provides ample cheap credit to tho coimtiy as a whole. 
But in Imdia it is otherwise. 

11. The principle should bo accepted that as long as wo have no real' 
gold standard which automatically supplies the credit required, Govem- 
ment should maintain a certain large balance free of interest and also discount 
trade bills from the Imperial Bank in sufficient amount and at such rates that 
the necessity of raising the Bank Eate above 6% in busy season may not arise. 
Government, if they so desire, can easily regulate the Bank Eate effectively 
by their balance with the Imperial Bank combined with their trade bill dis- 
count policy. 

12. The present relations between the Imperial Bank and Govern- 
ment are all in favour of the latter. When the Presidency Banlis were amal- 
gamated into the Imperial Bank, the latter gave an undertaking to open 100 
new branches. It is a matter of common knowledge that some of these branches 
do not earn even the establishment charges, and branches in military stations 
serve Government exclusively ; Government Treasury has ceased to func- 
tion in places where the Imperial Bank has branches ; in other words, the 
cost of maintaining the Treasury has fallen upon the Imperial Bank. On 
the other hand there is no statutory obligation on the part of Govern- 
ment to maintain a minimmn cash balance on which the bank can earn 
interest. 

13. Government should not use the Currency Department for internal 
remittances. The existence of currency chests in all the district Treasuries 
serves Government only to manage their ways and means position with 
tte smallest cash balance. There is no obligation on the part of the Currency 
Department to give silver rupees in exchange for notes in these district Trea- 
suries. The abolition! of currency chests in the districts will lead to bringing 



in of responsible new .banks in those areas to whom Government can ex- 
clusively give their internal remittance business. I would also recommend 
that all the Provincial Governments, District Boards and mum'cipalities- 
should have each its own separate cash balance, and these bodies should be 
permitted to keep their bank account with any approved indigenous bank, 
subject to certain conditions. Government deposits in private banks will 
tend to create greater confidence in such banks by the public, and will lead 
to the development of indigenous banking in India. 

14. It is the city that is the wholesale distributor of credit to rural areas, 
and, moreover, the important money crops of India are financed by the cities 
through the intermediaries in the interior of the country. Therefore, the city 
banks should be placed in a position to command greater credit resom’ces at 
cheap rates. If at the fountain head credit is starved it is but inevitable that 
rural areas should also starve. It is impossible to think of financing the rural 
areas without recourse to city banks. The term ‘ city banks ’ includes exchange 
banks also. The foreign exchange banks finance only the foreign trade at 
ports. Therefore, placing of credil resources at the disposal of the exchange 
banks will not serve the object of financing the rural areas. 

15. The link between the city and the interior of the country is the indi- 
genous Indian banker. In many cases such bankers are many years old with 
ripe experience," and their business is built up by family tradition which gradual- 
ly has acquired a fame and reputation for business integrity. It ought to be 
recognised that such bankers are indispensable in this country, and may even 
serve the borrower as well as the depositor better than a joint stock bank. 

16. An Indian indigenous banker is shy to advertise his business as the 
private bankers do in other parts of the world. While it is considered quite 
respectable in other countries of the world to ask for business especially that of 
a deposit nature, it is considered to be below dignity to do so in India. I 
think that Indian indigenous bankers should be educated to advertise their 
business. They should be given a special status by registering them, and asking 
them to publish periodically returns of deposits as well as loans under conve- 
nient heads so as to infuse greater confidence in the minds of the public. As it 
is there is nothing in the Negotiable Instruments Act to prohibit these Indian 
bankers to have their own cheques but in practice they do not do so. Cheques 
of private bankers are quite common in London and New York, and I do not 
see any reason why private bankers should not do the same in India. If this- 
is adopted on a large scale I think the banking habit in India will spread quicker 
than by any other means. Further, it is absolutely essential that private 
bankers should be admitted to Imperial Bank Clearing House on much easier - 
terms than those now required of joint-stock banks. 

17. There is a vast distinction between the nature of the business done 
by the shroff as compared with that of a joint stock bank. A joint stock 
bank lends money only on full margin vdth some specific securities or with 
joint responsibility. But on the other hand the shroff comes into close con- 
tact with his clients, tbeir nature of business, their integrity, etc,, and lends - 
money with a small margin and with single responsibility. It so happens 
that at times the rate of interest becomes immaterial but money has anyhow 
to be found to meet some immediate obligations. At such times the shroff’ 
does render greater service to his clients than a joint-.'^tock bank could do under 
similar circumstances. Hence the supreme importance of maintaining the 
ghroffs as a class by giving them necessary assistance as may be required from 
time to time. 
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18. I quite agree that industrial banks can, if they arc handled properly, 
do to a great exteut to promote the industrial progress in India. But it 'is 
an axiomatic truth that the banks should finance those undertaldngs -which 
on their very face would fetch a better income than the interest amount on 
loans given to them. The creation of industrial banks Avithout the industry 
itself being well protected £0 as to earn a reasonable profit, would be to put 
the cart before the horse, 

19, Generally speaking, the public debt of India or at an}’^ rate the amount 
invested in railways represents the collective savings of the people. If the 
railways had been the properties of Indian joint stock companies instead of 
being Government properties most certainly a number of industrial banks 
would have come into existence to finance such undertakings. In America 
and on the Continent railways are gensi’ally financed by such banks, and con- 
siderable scope is provided for bank investments. Without such scope of 
investment, the industrial banks in India have not progressed at all so far. 

20. The Chinese Nationalist Government decided to create the jManuiac* 
turers Bank of China, Ltd., to finance industrial enterprises. Since the end 
of 1929 the bank has begun to function. The Manufacturers Bank of China 
is the instrument by AA’hich the National Government hopes, and intends to 
pla}' a creative part in the earl3'- groArdh of commerce, industry and manu- 
facture. We in India can very well take a lesson from China in this matter. 
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No. 30. 

Statement ol evidence 'submitted by Professor B. Mukherjee, Reader in 
Economics and Sociology, University of Lucknow. 


Note. 

I have attempted to answer only a limited number of the Committee’s 
questions — such as I felt myself competent to discuss. I have treated them 
in a connected and systematic way — taking each problem by itself — and 
J have attempted to give my ideas grouped together, under different heads 
in a logical way as the inter-related parts of an organic whole. In doing 
so, I have found that a particular point in my note will answer more than 
one question in the different parts of the questionnaire. In all such cases, 
the general and logical sequence in my note is maintained but on the margin, 
I have indicated the exact number of the question or questions to wMch 
a -particular part of my note may give the answer. 

PART I. 

Ijidustrial Banks. 

[Item 1 of the questionnaire.] 

The necessity of industrial banks in India . — It is undeniable that the 
ordinary commercial banks have not served the industrial needs of the 
country. They have not financed industries largely. They cannot possibly 
do it, having regard to the nature of their own business and the needs of 
the industries. The financial facilities, which our industries need and which 
they now so greatly lack, can best be provided by industrial banks alone. 
This was pointed out long ago by the Industrial Commission in 1918 but 
unfortunately we have had little progress in the line. The whole question 
of providing India with industrial banks has been woefully neglected for 
years and years. The industrial banks are meant to finance industries, 
while the commercial banks generally finance trade. The commercial banks 

- make advances for short periods only — say 3, 6 or 12 months at the 
utmost — on suitable security to traders and merchants. But our industries 

- require long period loans which no commercial bank can afford to grant. 
The greater part of their working capital comes from current deposits which 
they may be called upon to repay at any moment. Hence, they cannot pos- 
sibly undertake the risk of long period loans and thereby convert a large 
part of their resources into frozen assets. The Imperial Bank, by its consti- 
tution, cannot lend money for more than six months at the most. The 

; difficulties 'of industrial finance are too great and 

Q'l-stions 1 problem is too complex to be handled by them. 

The ordinary commercial banks have neither the 
. means nor the ability to assess the value of industrial machinery and build- 
ings. They cannot judge the value of any concession regarding exploitation 
■of resources or monopoly of service. They cannot enter deeply into contracts 
and have no opportunities of assessing the good-will of a business. The 
prospects of industries, the cost of manufacture, the supply of raw materials, 
the problems of labour supply and marketing, railway freights, the risks of 
■competition, the duration and the effects of taxes, tariffs, bounties and 
subsidies at home or abroad, the complexities of technical equipment and 

VOL. II E 
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management — all these are vital factors on which the question of advances 
depend : hut all these are factors on which a commercial banlc is incom- 
petent to judge and, therefore, unwilling to take risks. Without the neces- 
sary technical knowledge of the industries concerned, commercial banks 
natarally refuse to undertake the risk of financing them. For all these 
reasons, we badly need industrial banks to finance our industries. Their 
nature,’ constitution and equipment must be different from the ordinary 
banks.'*' 

History of Industrial Banks in India . — A large number of industrial 
banks had been started in India but most of them met with disaster sooner 
or later. The People’s Bank of India started as an ordinary commercial 
bank but it went into industrial finance and thereby locked up about Bs. 50 
lakhs out of its working capital of Rs. SO lakhs. The result was disastrous^ 
The Tata Industrial Bank at one time rose to dizzj’^ heights of prosperity — 
its shares soared in the stock exchange. It floated a number of industrial 
concerns but ultimately they all failed and the Tata Bank itself had to be 
absorbed in the Central Bank of India. Tlie war-end boom led to the for- 
mation of a large number of such banks but most of them are gone. The 
Calcutta Industrial Bank (capital 2 crores) ended after 2 years. The 
Karmani Industrial Bank (10 crores) floated steamship companies and other 
industrial concerns but they all went to pieces. The Indian Industrial Bank 
{5 crores) did ordinary banking business for some time and then it ceased to 
exist. The same storj’^ was repealed in the other parts of India as well. 


The organisation of an Industrial Bank . — It is ratlier difficult to frame 
a definite scheme for an industrial bank because there are so many factors 
upon which it is necessary to arrive at a decision, before any scheme can be 
framed. I would still venture to indicate some of my broad ideas about it. 
m ^ r\ r, i i Indian Industrial Bank should be established 

[Item (,). Question 4] Calcutta with branches in Bombay, Nagpur, 

Cawnptir, Ahmedabad, Karachi. Madras and Rangoon. It should start on 
a modest scale — with a capital of say one crore — to be increased later on as 
it shows signs of stability and success. Government must give' all 
reasonable assistance to it by — 


(a) giving a guarantee of interest at, say, 5 p. c. for a definite 

[Item (i), Question 4.] Period-say 7 years-after which it may 

be revised and lowered for another period 
of, say, 8 years so that the State will guarantee the interest for 
a total period of 15 years. 


(b) providing the services of technical and technological experts, 

(c) in return for these concessions. Government must have the right 

of nominating at least 2, if possible 3, persons on the directorate, 

(d) loans beyond, say, Rs, 50,000 to any one concern, must be re- 

[Item (i), Question 4.] Po*^^ed to Government; Government 
shall have the riglit of veto if it thinks such 
a step necessary. But this right of veto shall be limited to the 
period of the Government guarantee only — after which, the 
guarantee and the right of veto shall cease together. ’ 

* In England, recently, the Bank of England lias framed an ultra-modern scheme 
ritem (i) Question 4.1 Vr^ promoting industrie-. On the one hand, the Securities 
^ , 1 ^Uanagement Trust has been formed under the auspices of the 

Bank of England witli an expert Board to assist in formulating plans for industrial 
^organisation ; on the other hand, the bank has identified itself Tvith the United 
Dominions Trust which finances the hire purchase of necessary products. 
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The conditions of Us success . — The bank, to be effective, niuBt not suffer 
from any initial in&mity of inadequate capital. Under-capitalisation would 
be a serious handicap and a grave mistake. It must have capital sufficient 
for the needs which it will be called upon to serve. If necessary, the State 
must come to its aid, as in Japan and Germany, to give it the necessary 
strength and stability. 

Secondly, its loans should be limited to a definite period — say, 3 years at 
^ . ... the first instance — at the end of which if an expert 

[Item (i), yues ion .j enquiry reveals real and substantial progress, the 

loans can be renewed for a further term of say, 3 years. 

Thirdly, it must have a full equipment of technical and industrial experts 
who can thoroughly investigate and judge of the prospects of any industrial 
concern. The industrial bank cannot shoulder nebulous risks. Before it 
undertakes the finance of any particular industry it must be satisfied by 
expert enquiry that it has a good chance of success. It must have a wide 
range of technical advisers, able to advise on different industries. 

Fourthly, the industrial bank must have the right of nominating one or 
two of its own men on the directorate of the industrial concerns, seeking its 
assistance. 

Fifthly, the bank must not undertake any other business besides the 
financing of industries. Current accounts will not be permitted. Fixed 
deposits for long periods only — not less than 2 years — can only be accepted. 
Ordinairy banking business would introduce elements of unstable equilibrium 
in its business and must, therefore, be avoided. 

The vital point is that the assistance to be given to the industries must be 
for a definite period only — until they are sufficiently stabilised and are able 
to command capital and credit in the ordinary way from the money market. 

PART n. 

[Item (iii) of Question 5.] 

The control of foreign banJes . — It is hardly necessary, now, to argue the 
theoretical necessity of retaining some control on the foreign banks. The 
question has so often been discussed, within recent years, in the press and 
in the Legislative Assembly that it is hardly necessary for us now to argue 
de novo the economic justification of controllinEC the operations of foreign ” 
capital and foreign banks in India. As regards foreign capital, the External 
Capital Committee of 1925 discussed the question in great detail. My views 
on the question were submitted in a note I sent to that Committee, from 
which Sir Basil Blackett honoured me by making a long quotation in the 
text of the Committee’s report. The theoretical necessity of controlling 
foreign finance is now admitted in all countries. The Cuncliffe Committee in 
England suggested that the question of protecting British banks from the' 

' encroachments of foreign finance should be carefully considered. In 
America, branches of foreign banks aie governed by State banking laws. In 
many cases, the national banks are protected against the competition of 
foreign banks, e.g., foreign banks are not allowed to accept deposits in some 
places. Restrictions are imposed on the amount and character of their 
business. In Japan, foreign banks can only work under a special license, in 
which any condition can be imposed before they are allowed to start 
operations. Government can curtail its scope, forbid deposits, disallow 
any branch, impose any taxation and call for any statement from them. 

B 2 
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The industrial banks of Japan import foreim capital for the country but 
without the foreign domination. _ The central idea in all these restrictions is 
to prevent unfair competition with the national banks. 

The need for co 7 itrol—Beiove I proceed further, let me recapitulate briefly 

some of the arguments urged in justification of such 
[Item (iii), Question 2.] gQ^trol. The main points may be briefly stated 

below : — 


(1) The special privileges enjoyed by the foreign exchange banks — 
which I have discussed elsewhere and to which I invite refer- 
ence — constitute the strongest justification for control. 


(2) It is said that the foreign exchange banks discriminate between 

the European and the Indian merchants. 

[Item (ii), Question !•] There is, no doubt, a feeling that the 

business offered bj’’ Indians is not con- 
sidered on its merits but from the view point of possible loss to 
European interests.* How far this is true, I have no means to 
judge. Only those who are engaged in active business can 
speak with authority about it. The exchange banks finance 
foreign trade and as foreign trade is largely in European hands 
it is only natural that a large part of their advances will go to 
the Europeans. The direct evidence of Indian merchants who 
have been either fairly or unfairly treated by exchange banks 
will be of great assistance and, no doubt, the Banking Committee 
will get an opportunity of testing such evidence. The point is 
wortfiji- of careful consideration and an authoritative finding by 
them will clear the ground considerably. 

(3) The charge is often made that exchange banks manipulate rates to 

TTx /-x rx f m fil^c detriment of merchants. It is 

[Item Question 2.) 

Regarding the rupee — sterling exchange, I do not thinlc 
the rates charged are either excessive or unfair. Having 
regard to the number of banks op3rating and the keen competi- 
tion between them, the rates are competitive. A particular 
class has the monopoly of foreign exchange business, but within 
that class, there is free competition. 


14) For a long time, the exchange banks had a praotical monopoly of 
deposits in this country. Backed by cheap finance from abroad, 
they have built up large resei^ves and are now safely entrenched 
behind an impregnable position. They can now afford to decoy 
deposits by offering tempting terms and by various other 
measures. At present, they monopolise the foreign exchange 
business. Even the Imperial Bank was warned off and com- 
pelled to go out of the field in order to save their vested rights. 
What does India get as quid pro quo ? 

(5) It is urged that the exchange banks, instead of importing funds 
from abroad to develop Indian trade, utilise their Indian 
deposits for financing trade abroad. The total borrowings of 
exchange banks in India came to Rs. 72 crores in 1926 as 
against Rs. 63 crores of the joint stock banks. The suspicion 
was confirmed recently by a speech made by jMr. T. W. 


^Indian Finance (18th January 1930, page 23). 
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Beaumont — Pease, the Chairman of the Lloyd’s Bank in 
London, when he said that “ no portion of our deposits at home 
is used for the purpose of making loans in India 

(6) We want foreign capital but not foreign control. The exchange 

, X ^ , banks bring a limited amount of foreign 

[Item(v),Ques6.onW.] 

control, that is much more than what we bargain for. Henqe, 
arises a clear need of some control over them. 


(7) The foreign banks have never been friendly to the Indian feanks.- 

Seldom have they come to our aid in times of difficulty. They' 
always stand apart and look on with majestic indifference, 
when the Indian banks are in deep distress. They derive" 
enormous advantages and profits out of India : what do they' 
give us in return ? 

(8) Their unfriendly attitude is due largely to the foreign personnel^' 

foreign management and foreign control. Their superior staff 
is all foreign — “ No Indian need apply Their policy is 
dictated by ft/reign boards or directorates, and, no wonder, 
Indian interests go to the wall. With their superior staff, all 
foreign, Indians get no' chance cither of employment or of 
training. And yet, while the Indians are practically deprived of 
all opportunities of training, there is no limit to the homilies we 
hear, in season and out of season, on our want of ability, 
honesty and efficiency. 

(9) The safety of Indian depositors requires a certain amount of 

control. 


(10) As a result of the exchange banks controlling the foreign 

exchange business, the greater part of the export trade and a 
large part of the import trade are in non-Indian hands. 

(11) There is a growing feeling in the country that Indians must take 

their proper place in the banking organization of the country. 
This can only be done by some control on the foreign banks 
to be exercised in the interest of the Indians. 


The form of control . — ^The following forms can be suggested : — 

(1) Foreign banks seeking to operate in India must be registered with 
a rupee capital, ‘ 

(21 with a majority of Indian holding in the shares, [ 

(3) with a majority of Indian directors. 

(4) The staff must be Indianised as much as possible. A minimum 

standard of Indianisation must be enforced. 

(5) They must have a license before they begin work and the license 

would be granted only after a scrutiny of their capital, the 
share of Indians in the capital, the number of Indians on the 
directorate, etc. The. license will regulate the conditions on 
' • ■ which they can accept deposits, the nature ’ and volume of 

business they can undertake, the number of branches they can 
' open and the areas where they can do it. ' . It wiU also lay 
down the periodical statements and informations r-hey must 
furnish, the number of Indians they must retain on the staff, 
r ' the number of Indians they must train, etc. The license is to ‘ 


I 

( 
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\ ^ lae granted by a Committee consisting of the Finance Member 

■ as chairman, two representativ’-es of the Legislative Assembly, 
one representative of the exchange banks and one represen- 
tative of the joint stock banks. 

(6) All banks should be compelled to take a certain number of 

Indians for training as apprentices. 

(7) In all future transfers of shares in existing foreign banks, Indians 

must have a right of pre-emption. 

(8) They should be compelled to publish half-yearly statements of 

their assets and liabilities. 

PART III. 

Banking Education. 

[Answers to item (iv) of the questionnaire.] 

Importance ofbanlcing education. — The importance of a sound system of 
banking education for tho safety of banking development in a country can 
hardly be over-estimated. Most of the banking disasters that have occurred 
in India were largely — I do not say whollj' — due to the want of a real 
banking training in those who controlled it. A sound system of banking 
education will help us to avoid or overcome the dangers and difficulties of 
amateur banking in India. Banking is a very highly complicated business, 
and clearly, there is no room for amateurs in it. But unfortunately, Indian 
banking has suffered terribly in the past from the dangers of amateur control. 
The blind led the blind and, no wonder, we so often came to the ditch. 

The supply of trained bankers is the sine qua non of a successful banking 
development in the country. This can come only in two ways, viz . — 

(1) there must be facilities for a first class theoretical education in 

banking for those who may want it, and 

(2) this theoretical education must be supplemented by actual expe- 

rience of banking work in recognised and well conducted banks. 
This practical experience is really more important than even 
the theoretical training. The many first class banks that we 
have in our midst could have supplied India — had they really 
cared — with a large body of well-trained competent staff, with 
honourable traditions of prudent and conservative banking 
behind them, who would have been equal to all demands that 
might be made on them. But unfortunately, the higher staff 
of all such banks has always been foreign : the children of the 
soil had little scope or opportunity of either getting into the 
mysteries of banking or of rising step by step from the lowest 
to the highest grades of responsibility. This is one of our 
greatest grievances against the European banks. The work 
of control, direction and policy, they always reserved in their 
.•own, hands— it w.as .fheir sanctum sanctorum- \' w\xqvc no Indian 
• • need attempt to enter. • The Indian could only aspire to be the 

' ' ' iedger-keeper, despatcher, or the, token clerk on the princely 

.. salaries of.Es.i25 to Rs. 100 p. m. while the raw Scotch, English 
• or Irish, recruit, with >no previous theoretical training, could 
- ■ -at' once be taken in the officer’s grade and, after a few years of 
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practical training, they could, as a matter of fact get on 
splendidly with their work. After all, efficiency is very largely 
a factor of training and experience. It is not the mystic posses* 
sion of the favoured few. If the Scotch or the Irish recruit 
could succeed, the Indian could succeed just as well if he had 
' similar facilities. His chances of success were even greater 
because he was familiar with the language and customs of the 
people. Thus, in this way, these foreign banks have for long 
years, pursued a definitely anti-social — even anti-national policy 
and no wonder that the country is now crying aloud for 
remedies. 

Facilities for training. — The questionnaire really wants information as to 
rT+ \ 1 1 facilities for theoretical training. I have direct 

i em (iv;, ion .j pgj.gQj^j^l knowledge of only 2 Indian Universities — viz.— 
Calcutta and Lucknow. The Calcutta University was the pioneer in provid- 
ing facilities for an advanced study of banking and currency problems in 
India. As early as 1906, the Calcutta University thoroughly recast its regu- 
lations under which banking and currency were recognised as special subjects 
of a highly specialized M. A. degree in economics. There are two papers 
with 100 marks for each and the books recommended for study are selected 
with particular regard to the advanced nature of the subjects covered. Some 
idea can be gathered about the weight of the course from the list of text 
books for the M. A, examination of 1929. They are as follows : — 


Pu'pers VI and VII. — (i) The History, Theory and Present System of Banking 

and Gnrrency. 

Conant — Principles of Money and Banking. 

■ Fisher — Purchasing Power of Money. 

Dunbar — History and Theory of Banking. 

Burton — Commercial Crises. 

Withers — Stocks and Shares. 

Keynes — A tract on Monetary Reform. 

Gregory — ^Return to Gold. 

Shirras —Indian Finance and Banking, 

Rau — Present Day Banking in India. 

Keynes — ^Indian Currency and Finance. 

Sinha — Early European Banking in India. 

Indian Paper Currency Act. 

Report of the Controller of Currency (latest issue). 

Hilton Young Commission Report on Indian Currency. 

'They have also instituted a B. Com, degree which covers accountancy 
and auditing, banking and currency, business organisation, inland and 
•'foreign trade, transport' arid ''c’oi£iiii'ercial''law-‘'"'‘T-his'Nis‘'fnllqwed''iby the 
M. A. degree in commerce which gives a still higher fornl^bf training in.'the 
>aubjects already mentioned!.. /r, j.C -n- V' ■ o-.e-'o,; 

In the University Af Lucknow, we' httve'a'bjiecial papCrJori>’-curreney- and 
"lianliing ' iri the M. A. (previous) economics’ course. There'iS' also’a paper on 
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public econouiics ■which covBrs a large part of banhing and currency. Thfr 
list of text-books is given below : 

Paper JF.— Special Paper : 

(a) Currency and Banhing : — 

Withers : Meaning of Money. 

Withers : Stocks and Shares. 

Spalding : Eastern Exchange. 

Wen Piu We : Currency in China. 

Keynes : Indian Currency and Finance. 

Scott : ]\ioney and Banking. 

Nicholson : Inflation. 

Kemmeret : Modern Currency Beforms. 

Proceedings of the Biaissels Financial Conference.. 

(&) Public Economics : — 

Dalton : Public Finance. 

B. E. Ambedkar : The Evolution of Provincial Finance in British 
India. 

Eeport of the Indian Taxation Enquiry Committee, 1926. 

Keynes : Indian Currency and Finance. 

Cassel : Money and Foreign Exchange after 1914. 

Report of the Royal Commission on Indian Currency and Ex- 
change, 1926. 

Coyajee : Indian Fiscal Problem. 

Banerjee : Fiscal Policy in India. 

Report of the Indian Tariff Board regarding grant of protection to 
the Steel Industry. 

Ambedkar : The Problem of the Rupee. 

In our Faculty of Commerce, wc give advanced teaching in banking. 
We have two papers on banking in the B. Com. (previous) and two papera 
on advanced banldng in the B. Com. (final). To convey an accurate idea 
as to the scope of our B. Com. papers, I send herewith, as appendix to my 
note, the following papers : — 

(1) The syllabus laid down and the list of text-books recommended 

for the papers. 

(2) A set of the questions framed for the B. Com. examination of 1930 

* (1) These questions include : — 

(f) Previous (o) Accounting and Auditing — 2 papers. 

(6) Banking — 2 papers. 

(n) Final (a) Accounting and Auditing-— 2 papers. 

(6) Banking — 2 papers. 

(c) International Trade and Foreign Exchange — 1 
1 . ..paper. 

These papers will convey, an accurate information as, to the,, scope and 
depth of dur courses. ' . , > , ' ' 

• Government of Bombay started the Sydenham College of Coinrndtee- 

in Bombay some years ago,'^lrioh .also gives a high specialised training. 

♦Not printed. ‘ 
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The Government Commercial Institute in Calcutta also imparts educa- 
tion in banking by evening classes. The Universities of Allahabad, Bombay- 
and the Punjab have also instituted commerce degrees and they all provide- 
for regular instruction in banking and currency. Besides that, allied subjects- 
like accounting, auditing, economics, co-operation, international trade and 
foreign exchange, public finance, statistics, mercantile law, cbmpany law 
and public administration have also to be learnt and are taught in these 
Universities by highly trained stafi. There is also a large number of' 
recognised and unrecognized private schools, but the teaching ihiparted in 
them is not — it cannot possibly be — so highly specialised as that imparted; 
in the Universities. 


The theoretical training given in these Universities is neither recognised 
- rrA ^ X- o 1 banks nor supplemented by practical ex- 

[ em (iv), Ques ion .] perience in them. There is a great lack of co-ordi- 
nation between the two and this leads to a great leakage and waste of' 
efforts. A large number of our University graduates can, with a little 
ttI'' /• , r, o practical training in the banks, do splendidly as 
[Item (iv). Question .] unfortunately, the two systems run in. 

such water-tight compartments that there is no conduit to inter-connect the 
two and thereby maximise the advantage and efficiency of both. There is- 
no system of recruiting probationers in banks from our trained graduates. 
Whether this lack of co-ordination is accidental or intentional, I have no- 
knowledge, but I think the defect has continued far too long and it is time 
the system was thoroughly overhauled and improved. 


The banks themselves provide no facilities for training students, though- 
. , •, 1 would be a very great advantage to them if they 

LQuestions 2 and 4 .] gg_ [fata Bank did it for some time but it 

did not live long to continue it. It became merged with the Central Bank 
of India and I do not know if the system continues even now. Banks really 
rr* /• \ n 4.- An ought to go further and send abroad selected 
[ em (iv), Ques ion .j members of the staff who have already given promise 

of ability and honest work for higher studies in the subject. The banks- 
themselves must be protected in such cases by an agreement under which the 
man sent abroad must undertake to serve the bank on return for a minimum, 
period of say 5 years on the same pay and status before he can move 
elsewhere. Without this protection, very few banks would care to train 
experts abroad for the possible benefit of their rivals in business. 


Undoubtedly, the very slow development of banking in India — specially 
. branch banking — is due largely to the absence of a 

LQuea ion .J sufficient number of trained men. The local man 

would be much cheaper than the imported man and the cost of running 
/ \ n 4.- branches with highly paid imported staff must 

L em (v), Ques ion .J necessarily be very much higher than the cost of 

running them by local men. It would be interesting — if ib were possible — to- 
know how the recent branches of the Imperial Bank in small towns stand 
as regards the cost of running them. What is the ratio of cost to the total 
volume of say, deposits or loans or of both combined ? There would be an 
additional advantage in local men — and this is a ^ very important factor in a 
business, where the personal equation counts for so much — that they would 
know the language, customs and habits of the people and can d(?al with them 
with far g'rdater chances of 'success and can come into far closer touch than, 
any Tom, Dick or Harry can possibly do. 
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PART .IV. 


[Answers to item v of the questionnaire.] 


Chief defects of our banUng system.—Thesc maj^'be briefly described as 

•follows : — 

(1) Want of a Central National Reserve Bank to co-ordinate the entire 

banking activities and resources of India. 

(2) Inelasticity of the banking sytsem, inasmuch as the resources of 

banks do not easily adjust themselves to fluctuations in the trade 
demand for accommodation. 

(3) There is no discount market in India by which a merchant can 
hold his bills till maturit}^ or di.scount them before they are pay- 
able. There is rcall}’- no money market in India. 

(4) No provision for industrial finance. 

•(5) The banking system is not one organic whole but is made up of 
dis -similar, unconnected and sometimes mutually hostile parts. 
This explains why orgaiii'^ed banking in India finds it rather 
difficult to penetrate into the rural parts of the country. 

■'(6) The inadequate number of banks, as compared with the vast 
population, area and extent, trade and industries of the country. 
One-sixth of the world’s population living in India are served 
by about 800 banks only. In addition there are about 65,000 
small co-operative credit societies but their scope is so limited 
that for our present argument we can leave them aside. From 
this serious inadequacy the following defects follow as inevitable 
results : — 


'(i) High rates for money. 

(ii) Inadequate facilities for the growth of capital. There is u vast 
amount of frozen wealth which could do wonders if it could 
be cured of its age long paralysis. 

i(iii) The want of an investment habit in the people. 

•(iv) Difficulties in moving money from place to place. Movement 
of funds is always costly and difficult. Hence it is a hind- 
rance in trade. An increase in banking facilities wohld 
cheapen remittance. 


‘(7) Want of co-operation between the different parts of the banking 
system. They almost live in water-tight compartments. 

'(8) Excessive control and interference of Government in the whole 
field of banking and currency due to — 


(i) Government’s control over currency and currency policy. 

(ii) Government’s control over the Imperial Bank. 

(iii) Government’s vast balances in tlie Imperial Bank and, therefore, 

Government’s indirect control over the Bank Rate? ,, - 

(iy) ^Goveinmeilt’s conttol 'Over public loaUs. j - ■ • 

,‘(9) Wijde and Irequent fluctualions in the Bauk Ratb. ’ ‘ ' 

1(10) Marked disparity between the Bank Rate and the money market 
xate. - 
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'Special privileges of the Imperial Banh . — ^Tliis is an important feature 
; / V f 1 of our banking system. The Imperial Bank is a 

hybrid institution. As an ordinary commercial 
bank, it has private shareholders and it competes 
in business with all other banks for dividends. It is regarded as the Govern- 
ment’s Bank and it has some functions of a central banking character. 
The bank does Treasury work for Government wherever it has got its 
branches and it manages the public debt. It negotiates Government loans 
in India and manages the rupee debt held in London. It is the Bankers’ 
Bank and all leading banks in India keep their accounts with it. It manages 
the clearing houses in all the big cities of India. On the other hand, there 
are certain restrictions on its freedom. These restrictions are already stated 
in full in the questionnaire issued by the Committee and there is no need of 
repeating them here. Its connection with Government makes a certain 
amount of Government control necessary and inevitable. Government can 
issue instructions to the bank on any vital matter of financial policy or 
safety. They appoint 4 Governors to the Central Board and also appoint 
the Managing Governors. , They can call for any information or document. 
They can appoint their own auditors and examine the position of the bank. 

Some of the special privileges enjoyed by the Imperial Bank are : — 


(а) The Central and all Provincial Governments and most of the Native 

States place enormous funds at the disposal of the Imperial Bank. 
This Government patronage gives it a good deal of prestige and 
stability. 

( б ) Local bodies, port trusts, railways, municipalities, Improvement 

Trusts, Universities and all other statutory or trustee authorities 
keep large sums of money, free of interest or at nominal rates of 
interest, with the Imperial Bank. 

(c) Thus the Imperial Bank, on account of its first rate credit which 
it gets as a result of (a) and ( 6 ) above, attracts deposits to a 
much greater extent than the other joint stock banks. 

td) With the aid of large volumes of interest free Government and 
semi-public balances, it can offer the most alluring terms to 
businessmen, which the Indian banks with their limited resources 
can never hope to offer. 

(e) It has the use of currency chest at various centres. 


,( /) The Imperial Bank of India is registered under a special Act of 
the Legislature. This special constitution adds a special prestige 
.and offers a special basis of stabilicy. It is regarded as the 
'Government’s Bank. People throughout the country have an 
idea that the whole strength of the . Goverment of India is 
standing solidly behind it. 

((s') The original idea in 1920 was to make the Imperial Bank ultimate- 
ly the Central Bank of India. The anticipation.'? of 1920 have, 
however, gone .deroute. Most of the privileges conferred upon it 
, .were.granted in view of. its ultimate reconstitution as a Reserve 
i .'Bank.vof India,.,, While ':th.o.se anticipations are- .nowhere v. near 
; ..about' fulfilment,' while the, , .Imperial . (Bank, , has,, been :practica]ly 
relieved of its obligations as a Central Bank, it still .,^hes; . safely 
..entrenched behind its sold- privileges .relating to i a; .Central, .Bank. 
,,:.,.ItLas siiU the prestige: of. a-CentralBank.' which .in, .fact it: is ,. not 
/, and does ;not really want. tQ.bC., Tthas.all-the prestige, of 4 a ^State 
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Bank and without dischfirging the functions of a Central Banlc, it 
competes— unlike central banks in other civilised countries— with, 
private banking in almost every line except, of course, the 
exchange business. 

the special privileges of the exchange banTcs.—’^ext to those of the 
[Item (iii), Questions 4 Imperial Bank, the special privileges of the exchange- 
f.ndS anditem (v), Ques- banks also constitute an important feature of our 
tion 1.3 banking system. These privileges are as follows : — 

(1) The foreign exchange business is practically monopolised by them.. 

In 1920, when the Imperial Bank of India Act was passed. Govern- 
ment surrendered to the clamour of the exchange banks,' and 
restrictions were accordingly placed on the Imperial Bank so that- 
it was not permitted to compete in or deal with foreign exchange- 
business. The large volume of Government funds kept with the 
Imperial Bank, the necessity of precluding the Imperial Bank 
from all risky business, the need of keeping India’s capital in 
purely Indian business within the country — all these were- 
responsible for giving the exchange banks a dear field in exchange 
business. But whatever may be the reason, the fact remains that 
they get this monopoly of business. 

(2) There are no restrictions against the exchange banks opening their 

[Item (iii), Question 2.] branches or borrowing money from the 

public. With their large capitals, large 
reserves and prestige due to long business, they are in a much, 
better position to draw deposits than the poor Indian banks. 

(3) Unlike joint stock banks registered in India, they are exempted 
from furnishing yearly statements of their working in India. NO' 
account of their transactions in India is available. 

The Indian joint sloch banks. — The Indian banks, in spite of their many 
[Item (v), Question 1 .] defects and a still greater number of difficulties, have 

so far done wonderfully well. The “ Big Bive ” 
amongst them are the Central Banlc of India, the Bank of India, the Allaha- 
bad Bank, the Punjab National Bank and the Bank of Baroda. Tlieso have 
shown considerable success and strength. They have distinguished them- 
selves greatly by their solid achievements and patient work. As regards 
personal integrity and honesty, most of the Indian banks have stood the test 
very w'ell. Even some of the banks which unfortunatel}^ failed ultimately 
paid their creditors in full. They failed, not because they were not solvent 
but because of other reasons, e.g., the extreme nervousness of the Indian 
depositors, the want of mutual trust and confidence among the banks them- 
selves, the failure to lend support to each other in times of panic or emergen- 
cies — all these contributed heavily against them. » 

Defects of the Indian joint slock banks. — The Indian banks lack initiative. 
They are, in sorne cases, pale a,nd weak imitations of the Western banks, 
without their originality or esprit-de-corps standing in between the indigenous 
banker on the one hand and the European banks on the other, they havo 
neither the economy of the one nor the efficiency of the other. In the 
cities they have to compete • with big European banks ; in the villages they 
have to fight the indigenous banker. < In both places they havb to take 
a lot of beating. 

Mutual jealousy ‘ and suspicion and the- absence of any cohesion or 
cordiality amongst them are only too pktent. There is an unfortunate lack 
of sppoialisation in different kinds of business and, in addition, most of them 
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.liaveiio sti2er'’frora.'tlie evils of under*capitalisation. Amateur, control by 
unexperienced managers is, in some eases, a serious defect of Indian banks. 
I bave discussed if in detail elsewhere. A double dose of banking and non- 
.'banking business carried on together is always risky and, more often than 
mot, it leads to disaster. The Indian banks have in some cases suffered from 
•such mesalliance in the- past. 

The difficulties of the Indian joint stock hanks. — The chief difficulties 
•[Item (iii), Question sd "which they have to face are as follows : — 

,(1) Seldom has Government felt, that it has a duty to the banking 
■ organisation of the country. As a writer in the Indian Finance^ 

' very ably points out “ Either the banks suffered from a dishonest 
and inefficient management or they were being sent to an ilh 
deserved doom by an ignorant and unduly suspicious public. If 
the former were true, it was for Government to undertake 
•■special legislation to ensure the proper administration cf joint 
stock banks, by devising a machinery for State audit and supervi- 
sion, such as was adopted by some of the foreign nations at about 
the same time. Or it should have attempted to help the banks 
ho weather the storm of ill-deserved suspicion ”. But, 
■“ Government preferred to stand aloof and all that we had was a 
series of homilies on integrity and efficienc}’^ ”. And yet, 
Government has a direct and substantial financial interest in the 
multiplication of sound banks in India because — 

>{a) India is awfully underbanked. 

•{b) The more of them, the greater we have of wealth and capital, and 
economic prosperity of the country and, therefore, the greater 
would be the taxable capacity of the people. 

(c) Banks and the insurance companies are the largest purchasers 
and holders. of Government securities. 

!^2) The competition of Government is a serious factor with them. 
Government offers alluring terms to the investors through its 
Treasury Bills and postal cash certificates and it takes away the 

. cream of deposits. This is affecting the power of the banks to 
■draw deposits. They have to sit still in the face of the decoy terms 
of Government. The [jostal cash certificates have succeeded 
•wonderfully in drawing out for investment the small savings of 
small people. As such, they are a potent factor in the creation 
of capital and the promotion of prosperity in the country. Conse- 
•quently, it would be preposterous — it would be sheer madness — 
to suggest that they should be discontinued. But at the same 
time, it is undeniable that the institution of these cash certificates 
has seriously affected the vested interests of the Indian banks and 
the indigenous bankers. It is only fair that they should receive 
•some compensation for the loss. These cash certificates 3deld over 
■6 per Cent, compound interest tor the full period of 5 years. This is 
much higher than what 'the banks or the indigenous bankei’S can 
afford to give. Thug the cash certificat-cp have reduced their 
■resources and thereby increased to some extent the cost of credit 
to the general public. But, at the same time, I am afraid, this 
point — while it is true to some extent — is vet}’^ much exaggerated. 
While it may he true, to some extent, that cash certificates Jiave 

'* January 18, 1930, page 28. 
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afiecled their resources, it is equally true that they have brought 
to light and have tapped a large part of the resources which wore 
formerly invisible on account of the hoarding habits of the people. 

Cash certificates have tapped new and in- 

[ Item (v), Question 14. ] resources far more than they have 

transferred old and existing ones. Still, we must admit that some 
loss has been caused to the Indian and indigenous bankers and 
some compensation is due to them. One way to compensate them 
would be by keeping a portion of the Government’s cash balances 
with other approved banks, besides the Imperial Bank. 

(3) Indian banks suffer on account of the inferiority complex 
of the Indians themselves. The Indian depositor is always 
nervous when he has to deal with an Indian bank. A certain 
amount of undeserved su'^picion is always there. In all such 
cases, the good banks pay for the fol] 5 f of the bad ones. The 
recent disaster in the Bengal National Bank and the litigation 
it gave rise to, have left a very unfortunate impression on the 
minds of the public. As a result of tliis and similar incidents, 
all Indian banks suffer through the nervousness of the deposi- 
tors. Much of it is totally unjustified — but it is there. We' 
cannot shut our eyes and jump over it. 


(4) The unfair competition of the Imperial Bank. I have already 

rrx /"M 4 .- o 1 discusscd the special privileges of the 

[ Item (.u), Question 2.] privileges in 

most cases act severely against the Indian banks. Bor 
instance in 1920, when the Imperial Bank of India Act was 


passed, Government, at the instance of the exchange banks, 
took care to protect the latter from the competition of the 
former, but unfortunately nothing was done to safeguard the 
interests of the indigenous and joint stock banks and to protect 
them from the competition of the Imperial Bank. Nobody 
cared for their interests. It seemed to be the unwanted child in 


the Indian banking family. The Imperial Bank was required by 
law to open at least 100 new branches by January 1926. This 
obligation was discharged by opening 102 new branches by 
March 31st, 1926. But most of these branches have played 
havoc with the Indian joint stock banks. They were opened at 
small places where the Indian banks had gone first long ago, and 
had undertaken the risks of the pioneer. They had developed 
those places, fostered the habits of banldng aird investment 
amongst ordinary people and when they were just hoping to 
reap the advantages for themselves, the Imperial Bank, backed 
by the powerful support of law and Government, stepped in and 
deprived them of their legitimate dues. Most of these places are 
small and there is business for one — but not for two. It is now 
a serious problem with the joint stock banks. The Imperial 
Bank has practically threatened to oust them from the field and 
thereby it has jeopardised the entire development of the branch 
banking system in India. The joint stock banks are no longer 
keen on developing new fields because they feel that sooner or 
later the Imperial Bank would step in, to wash them out of the 
countryside. The Imperial Bank ought to function merely 
cis a Central Bank and thus save the joint stock banks from its 
privileged, predatory, unequal and unfair competition. It should 
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not be allowed to take away the cream of business from the 
other banks by the use of its statutory obligations. 

(6) The unfair competition of the exchange banks. I have already 

discussed it in detail elsewhere. I need 
not discuss it over again. 


[ Item (iii), Question 2. ] 


(6) The currency policy of Government with its continued de- 
flation has seriously affected their position. It has affected notj 
merely their cash balances but also the ratio of cash to deposits. 

(7) The deterioration of Government securities and the wide 
fluctuations in their prices have gone a great way in pushmg 
them down the ditch. Government paper offers practically the 
only form of liquid security available for the Indian banks. The 
exchange banks are less dependent on it because the greater 
part of their money is invested in self -liquidating commercial 
bills with their head offices in foreign countries, they can also 
invest their money in stabler gilt-edged securities abroad. The 
value and yield of Government paper in India are of funda- 
mental importance for the safety and prosperity of the Indian 
banks. But Government paper yields a low rate of interest and 
is thus a source of loss to the banks. Besides, the dangers of 
depreciation and fluctuations in the prices of Government secu- 
rities have to be faced, and the recent depreciation has caused 
serious losses to them. The question was raised recently in the 
Council of State (11th March 1930) when Government was 
strongly urged to adopt measures for preventing any further 
slump in Government securities. 


With so many handicaps and difficulties standing in the way of our 
joint stock banks, no wonder the infantile mortality in their case in India 
is so high. The wonder is that it is not even higher. 

Reforms suggested for joint stock banks . — I now pass on to consider 
r -rx /— ^ X- o -I certain suggestions winch if adopted, will go a great 
*■ \ j improving the position of the banks. These 

are : — 


(1) A definite and minimum standard of qualification should be laid 

down for the manager of a bank. Too often, inexperienced 
amateurs undertake the highly complicated and risky business 
of managing a bank. The result is almost always a disaster.' 
We must get rid of the tremendous defect of amateur banking 
in India. The possession of recognised University degrees or 
diplomas plus a minimum period of work in a recognised bank 
should always be enforced. Sound banking owes far more to 
honest and efficient bankers than to legislation, rales and 
regulations. There is no room for amateurs in this work. 

(2) Each bank should show the name of its manager in every possible- 

place — in its rules, terms of business, its pas'J books, its balance 
sheet, its newspaper advertisements, etc., for the information 
of the public. They must know full}'- and clearly beforehand, 
about the man whom they are trusting with their money. 

(3) Some limits are desirable, at least for the first few years of a 

bank’s life, on the amount of advances on clean credit and on 
immovable properties. The amount of such advances should be 
limited to a certain safe percentage of its paid-up capital. 


/ 
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(4) Under-capitalisation is as great an evil as over-capitalisation. _ But 
there are grave practical difficulties in laying down a minimum 
capital standard. A large number of banldng disasters have 
been due to inadequate capital and insufficient resources and we 
must provide for such cases. A good way to do it would be to 
insist that no bank can begm business until at least 33 per cent, 
of its capital is fully paid-up. 

'(5) We must insist on a rigid and complete separation of the purely 

banking from any other kind of business 
[ Item (ill). Question 2. ] trade. A baiik must not be allowed 

to do non-banking business. 

' (6) Joint stock banks should be compelled to issue their balance sheets 
regularly — say once a fortnight., 

(7) The balance sheet itself should be simple so that the man who runs 
may read and understand. 

' (8) All banks to be audited bj'^ independent and recognized auditors 
^ who shall also have the right of inspec- 

[ em (ill), Ques ion .] 'whose duty it 

shall be to make regular investigations, say, once in 6 months. 
The American system of State audit, in which the Comptroller 
is supplied with periodical statements and has the right to call 
for any information, may be enforced by the levy of a small 
audit-fee from the banks based on their working capital — as 
it is already done in the case of co-operative societies. 

' (9) Statutory provision and rigid insistence on the building up of an 
adequate reserve would be a great source of strength and safety 
to the bank. 

• (10) A greater eifort should be made to popularise the use of cheques. 
Tins would economise the use of metallic currency and would 
cheapen the costs of internal remittance. The recent abolition 
of the stamp duly has done much to increase the use of 
cheques. They are now used for the payment of small dues 
to a much larger extent than before, and they ai'e far more 
popular now-a-days than even before. The cheque habit is 
growing slowly. But still, there is room for far greater use 
of cheques. Some of the ways of increasing the use of cheques 
would be as follows : — 

(а) Banks now keep their offices open ifxom 10 a.m. to 3 P.isr. on 

week days and 10 a.m. to 1 p.m. on Saturdays. This period 
may be extended by say, one hour in the evening— say from 
6 P.M. to 7 P.M. on week days. 

(б) One factor which limits the use of cheques is the number of 

banks in the mofussil. In rural areas, where there is 
no bank, cheques are of no use. Hence, the greater the 
number of banks the greater would be the use of cheques. 
A greater development of branch banking would, therefore, 
be one of the beat ways to extend and popularise the use of 
cheques This process must necessarily be slow. We cannot - 
rush the matter, for in banking — more than in anything else 
—the more hurry the less speed. 

"(c) The minimum amount needed for opening current accounts 
and the minimum balance to be maintained are unduly high 
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• in some banks. Rs. 250 would be a safe minimum. Some 
banks make ifc Rs. 500 or even Rs. 1,000 which is unduly 
high. 

{d) Offering slightly better terms for deposits in current accounts. 
Some banks give no interest on them, while others give a 
very small rate. If banks will, at least, give a better rate 
of interest on current accounts of small amounts, it would 
stimulate the cheque habit amongst a large number of 
people. 

(e) Savings banks should allow at least a limited use of cheques. 
This will help the poorer and the middle classes in acquiring 
the habit of using cheques. Such classes generally get no 
current accounts but only accounts in savings banks. This 
will no doubt necessitate a large increase in postal staff before 
it can be introduced. 


(/) The use of vernacular scripts in the cheques will make them 
more popular with people who do not understand English. 

(g) Co-operative societies, in select cases, should be permitted by 
the Registrar to open current accounts. This added with 
vernacular cheques will help greatly the popularity of the 
cheque system. 

(Ji) Cheques should be accepted in payment of Government dues . 
This is done in limited cases already, but it should be ex- 
tended still further. 


(11) To develop trade finance. Sir Basil Blackett has recently sug- 

rrx T n 0 1 gested* that rupee bills or hundis 
[Iteml. QuMtonS.] Should be more largely developed. 

This would greatly remove the difficulties of accommodation 
and the inelasticity of the present system of finance. 

(12) We must make a systematic attempt to draw out the hoards. 

I am not going to discuss the causes which led to the hoarding 
habit. They are too well known. The centuries of misrule, 
insecurity and political oppression before the advent of the 
British in India, the general poverty of the people, the desire 
for ornaments, the Mahomedan scruples over interest, the 
want of suitable opportunities for investment, iniquitous 
taxation — these and a host of other causes working through 
the centuries have produced this wasteful habit of hoarding. 
There is no use arguing about its causes. What is more 
important is the question of remedies to be applied to mitigate' 
the evil. 


Little has been done so far, to utilise the frozen capital of the country, 
which is hidden underground. No doubt, tlie co-operative societies, the 
Postal Savings Banks, the postal cash certificates, the growing popularity 
of currency notes and cheques — all these have done something for it. But 
unfortunate^, what has been done so far is so poor and so little as compared 
with what yet remains to be done. Government ought to appoint a small 
committee, to go into the whole question and find out the best means of 
re-vitalising the vast mass of anaemic capital lying in the country. We 
must fight the uneconomic habits of hoarding in our people. One writer 


VoL. n 


* Journal of the Indian Institute of Bankers. 
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in the Indian Finance^ lias suggested the issue of Gold Certificates by Gov- 
-ernment which will aid considerably in drawing out the hoards. The idea 
is, Governtnent will invite holders of gold stocks to deposit their gold in the 
.Paper Currency Eeserve, in return for Gold Certificates to be ^ issued by 
'Government, on lines similar to postal cash certificates. The certificates will 
run for 5 years. The depositor can withdraw gold at any time within the 
period of 6 years without notice. A Rs. 1,000 worth of Gold Certificate 
will be issued for, say, Es. 800 worth of gold deposit. The amount of pay- 
ments before maturity will depend on the period of deposit, as in the case 
of cash certificates. The facility and guarantee of withdrawal at any moment 
q)lus the interest paid on them will give rise to confidence and will attract 
•gold deposits in large quantities. The holders will get safe custody, avoid 
“the risks of theft and will earn interest on their hoarded wealth. Such a 
scheme will coax the hoards out of their unknown retreats. If a little 
propaganda is carried on amongst ruling princes — some of whom have 
fabulous hoardsf — big landlords, temples and mutts, we would no doubt do 
Id, lot in the line. 

A vigorous development of the co-operative banks will also aid 
immensely. The postal cash certificates are also very useful for the purpose, 
but they can be considerably improved in order to do better. Some of the 
lines of improvement are — 

(а) The limit of Es. 10,000 should be extended. It is much too low. 

It should be raised to at least Es. 25,000 for one depositor. 

(б) At present, no interest is given for a period of 12 months. This 

is a great hardship on a large number of poor people who may 
• be compelled to ask for discharge within that period. Interest 
should be allowed after, say, six months from the date of 
purchase, 

<c) Vigorous propaganda to stimulate their sales by lectures, posters 
and advertisements in the vernacular, in bazars, markets, fairs, 
railway stations, post offices, hospitals, thanas, schools, colleges, 
clubs and societies, etc, 

{d) The legal formalities necessary for discharge should be simplified — 
especially in the case of cash certificates purchased on behalf 
of minors. Discharge should be made as easy as the encash- 
ment of currency notes, 

'(e) Cash certificates should be printed in the vernacular of each pro- 
vince, so that the villagers may thoroughly appreciate them. 

if) One fatal defect in the cash certificates is that they bear no photo 
of His Majesty the Iving. In a country like India this is all 
important. ^ It would add immensely to popular confidence in 
them. It is rather strange that while a five rupee or even the 
late one rupee note has or had it, a cash certificate for Es. 1,000 
goes without it. I would suggest that a small photo of His 
Majesty the King, of the size of a postage stamp, should be 
printed in deep carmine or deep blue colour. That will add to the 
attractions of the cash certificate. 

'(g) They should be made transferable like Government promissory 
notes. 


* January 18, J930. 

t bee, Shirras in the Economic Journal, Dec. 1929 (page 631). 
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In a similar way, the Postal Savings Banks should also encourage the 
investment habit by — 

(a) increasing the present annual limit for deposits — now fixed at 
Rs. 750 — to at. least Rs. 1,500 per annum. A change in the pre- 
sent limit — fixed long ago — is long overdue ; 

{b) increasing the rate of interest. At present it is 3 per cent, per 
annum. Considering the yield of Government paper and cash cer- 
tificates this is much too low. At least 4 per cent, should be 
given. 

(c) bi-weekly withdrawals should be permitted. At present, withdraw- 

als are permitted only once a week. That scares away many 
people. 

(d) payment of interest from the date of deposit irrespective of the 
question as to whether it is within or outside the 4th date of each 
month. 

(e) a limited use of the fixed deposit system may be introduced. 

Suggestions for changes in law . — The suggestions I would like to make 

titom V, Question 1(6).] am : — 

(1) We must control the methods and regulate the activities of the 
indigenous banker by legislation, of the type of the English Money- 
Lender’s Act, or even the Punjab Regulation of Accounts Act. 
'Considering the vast amount of business they do and the illiter- 
acy of the people they deal with, the necessity and desirability, 
of licensing them and of compelling them to keep their accounts 
in a proper way and on approved methods, are self-evident. It 
is undeniable that the methods employed by them are sometimes 
grossly unfair to their poor and illiterate clients. There is much 
that is fishy in their dealings. Sometimes, payments are not 
•acknowledged while, at other times, payments are appropriated 
against time-barred claims. Usury is rampant while the illiterate 
■cultivators have sometimes to sign for bonds greater in amount 
than the actual transactions. Sometimes, the creditor enjoys a 
pre-emption as a condition of the loan and thus controls 
■the produce of the debtor. The real rate of interest is thus 
concealed. Sometimes receipts are not granted in case of pay- 
ments and independent literate witnesses are scarce. Under this 
•system, once in debt, always in debt is the usual rule. There is 
no provision for audit and, therefore, no protection for the public. 
^There ought to be some restriction on the amount of money they 
can lend on the security of immovable property and on the rate 
of interest that they can charge. The compulsory registration 
will go a great way to prevent abuses and to safeguard against 
frauds. They should be compelled to publish half-yearly state- 
ments of their assets and liabilities — so that everything will be 
open to public view. Publicity will remove all suspicions against 
them and thereby help them to expand their scope and enlarge 
their business. Publicity in banking is the best antidote to suspi- 
cion, It is the bed-rock on which banking stands. 

There is an idea in some quarters that any attempt to enforce 
compulsory registration of these banks would be calamitous and 
that it would merely be a covered design to eliminate them from 
the field. There are some who find , in it the cloven claw of 
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racialism In disguise, to effect the ruin of the indigenous banks. 
It is difficult to argue with such ill-conceived ideas. Let us look 
facts in the face. What is it that India wants ? She wants- 
adequate banking facilities for her people. But these facilities 
must be strictly honest, efficient and above suspicion. Banking, 
after all, is based on confidence. Banking can never flourish 
in an atmosphere of ill-will, distrust and public suspicion. 
That is one of the main reasons why the indigenous banking 
system did not flourish in the past. If the indigenous system 
will provide us with an efficient and honest banking, we 
would cordially welcome it not because it is merely Indian 
but because it is Al as well as Indian. The two must go 
together. Merely the one without the other would be of 
no use. That would be the shadow without the substance — 
an illuajon with out the reality. Butjf the indigenous system is 
inadequate, inefficient and — in some cases — unjust, if it lacks 
confidence and is looked on with suspicion by the people, for 
whom they are meant, then is is our clear duty to improve them 
until they become efficient and command the fullest confidence 
of the people. After all, these banks exist for the people, not the 
people for the banks. Patriotism is certainly good but let no one 
trade on it. 


(2) The indigenous banker often combines banking with trading 

TTT o T busiuess. He is often the jeweller, 

the cloth dealer, the grain merchant, 
the money-lender, the commission agent, the landlord and 
the mortgagee — all rolled into one. The result is, his losses 
in non-banking or trading business will affect his stability in 
banking business as well. Banking itself is a risky business and 
it demands a high grade of skill. To combine with it other 
risky and speculative trading business is clearly unfair to the 
depositors in the banking business. There ought to be a clear 
partition between his banking and non-banking activities. If he 
undertakes one, he should be debarred from undertaking others. 
Prudent banking and multiple business system go ill together. 

(3) I Wonder if it would be feasible, but a system of compulsory State 

audit would go a great way in improving them. Government 
provided a system of audit for the vast number of co-operative 
societies in retmn for a small audit fee. A similar system in the 
case of the indigenous bankers may rehabilitate them and give 
them their legitimate position in the' economic structure of the 
country. ' 


(4) The banker must be protected against forged or unauthorised 
[Item V, Question 6.] endorsements. The Negotiable Instru- 
ments Act is not very clear on the pomt 
and doubts have been expres-:ed as to whether the Indian banks 
get the same amount of legal protection as banks in England. 
It is satisfactory to note that an amendment of the law is in 
hand already, to make the whole position clear. 


(5) A suggestion has been made in some quarters that a minimum 
[Item III, Question!.] capital standard should be enforced, by 

statute, for these banks. In some quar- 
ters, Rs. 10 lakhs have been suggested ao the mmimum subscribed 
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capital out of which Rs. 6 lakhs must be paid up before the 
business is allowed to call itself a bank. I am unable to support 
this proposal for obvious reasons. Why should the State rnter- 
Tene to lay down such a minimum capital standard in the case of 
one industry only, viz., banking, while it leaves all other industries 
free ? Why should there be this invidious distinction ? Secondly, to 
enforce such a condition would mean that all small businesses must 
disappear. The small loan offices in the villages and small towns 
which are doing very good work — especially in Bengal — would be 
ruined. Their number and volume of business is now so large that 
it would be most imprudent to tamper with them. Furthet, sup- 
posing we sweep them out of existence, what are we going to 
put up in their place 1 There is no justification for such a 
drastic and suicidal step. Each business must be left free to 
judge for itself the amount of capital it needs. 

/(6) The next suggestion is to refuse to allow a business to call itself 
rrx TTT .n ^ “ bank ” unless it adopts a definite 

[Item , Ques ion . .] gygtem of business and affords the maxi- 
mum amount of protection and safeguards to the public. 1 
agree whole heartedly with it. The word “bank” automati- 
cally connotes, in modern times, in the minds of the public, of 
certain definite standard of doing business, a certain integrity, 
honesty and business-like methods and conventions. People 
take it for granted that such a standard is duly maintained 
when a business calls itself a bank. But if these standards 
are not maintained, if the system of accounts leaves room for 
suspicion or even uneasiness, if the audit is weak or non-existent 
and if the methods of business are irregular and inefficient, then 
the institution becomes a misnomer — practically a fraud upon 
the innocent people. 


t(7) At present, anyone can institute criminal proceedings against 
FTi. TTT 4 .- a bank or its management for some 

[ em , Ques ion .] ^cimical default or a petty mistake on 

its part. It does irrepamble harm to credit institutions. The 
long period of trial leads to panicky feelings among depositors 
and shareholders. The work and prestige of years are shaken 
in a short time. The case of Shamdasani vs. Tata Iron and 


Steel Co. Ltd., took 2^ years to settle. The Chief Justice of 
the Bombay High Court (Marten J.) pointed out the desirability 
of amending the Indian law on the subject. Section 282 of the 
Indian Companies Act, he pointed out, should be amended by 
requiring the sanction of the Advocate-General before any 
prosecution is started. “ The present company, ” he said “ hap- 
pens to be an iron and steel company but one can imagine 
•cases of banldng companies, for instance, where their credit is a 
more tender plant than that of an iron and steel company. 
There are certain provisions in England which impose a check 
on persons desiring to put the criminal law in motion in other 
respects and which may be, with a similar check, usefully imposed 
as regards section 282, at any rate as regards banking companies 


in India”. We need statutory provision against such dangers. 
•In this connection, it is pertinent to point out that the Indian 
r-TL TTT o •, Companies Act has not been revised 

[Item III, 6.] It is time to look into it. 
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Rzforma suggested in the Imperial Banh—My suggestions are : — 

(1) The Imperial Bank must render greater aid and give greater 
' ^ facilities to indigenous bankers. Its. 

and QuesTio?S relating to advances should 

liberalised so as to make it more helpful 

to them. 


(2) Considering that its new branches have proved so disastrous and 
so unfair to the joint stock banks, the Imperial Bank should 
Cease to trespass into their territory. A statutory provision 
should be made to permit the Imperial Bank to open branches, 
only where there is no other bank already existing within a 
Certain radius. We want more banks : but we do not want an 
Imperial Bank at the expense of a joint stock bank. That adds- 
little to the banking strength of the country. It leaves us as 
We were. 


(3) There ought to be greater Indianisation of the stafi. That 
would ensure — 


[Item V, Question 7.] 


(i) Indianisation which India has a 
right to insist upon, 


{ii) lower cost, 

{Hi) therefore, cheaper credit, 

(n») and lower charges to Government, 

(t^) greater co-ordination and co-operation between the bank and’ 
its customers — especially between the Imperial Bank and 
the indigenous banking system. 


The Chairman and a majority of the Directors on the provincial 
and Central Boards should bo Indians. 


{vi) elimination of all chances, all risks and all suspicions of 
invidious distinctions between the Indian and the European 
customers. How far this suspicion is real or justified, I 
am not in a position to judge. The reoent statement by 
Sir N orman Murray that the Imperial Bank’s industrial' 
advances to Indians totalled Rs. 13 crores as against Rs. 7| 
crores advanced to Europeans does not carry us far because 
it takes no account of — • 


(a) the population strength of Indians and Europeans, 

(b) the total advances asked for by both ; we want -to know how- 

much each community asked for and how much each 
secured, 

(c) the rates and terms on which the advances were made to 

each class of customers. 


must be noted, however, that Sir Norman Murray also showed' 
that the percentage of advances to Indians and Europeans was almost- 
identical with the percentage of deposits received from them, e. g . : — 


mdi&ns . 
Europeans 


Deposits. P. C. of Total ad- 
the total. Vances. 


35 crores. 07 48 crores. 

16 „ 33 28 


P. 0. of the 
total. 

68 

32 - 
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(mi) the creation of a trained band of competent Indians whcr 
■would be able to guide and develop Indian banking along 
safe and sound lines. We want the Imperial Bank not 
merely to niianufacture clerks at the counter but trained 
business men at the head, who would kave the training, th.e\ 
initiative and the courage needed for the work. The Im- . 
perial Bank’s scheme of Indianisation that it has adopted' 
so far is too much of an eye-wash. It is much too small as 
compared with what it ought to do and what we want to- 
have. We' want a real effort — not a mere window-dress- 
ing which will make a good show at question time in the 
Legislative Assembly. 

(4) ' It should cease its unfair competition with the Indian joint 

stock banks. 

(5) Its monopoly of treasury business should be extended in part to 

other private banks. Why should not Government balances help, 
the national banks as rvell ? Why should the Imperial Bank, 
have the sole monopoly of it ? 

(6) It should be made a real Bankers’ Bank. The present hybrid 

constitution by which it is a private bank, a Central Bank and a 
State bank all combined, is clearly an anomaly. 

Banking co-operation . — ^The first basic reform needed to develop the 
[Item V Question 1 system of India is the establishment of a- 

(c) and Question 2.] Central Reserve Bank that will weave the entire 

financial fabric of the country into one automatic, 
independent and organic whole. This question has been unfortu- 
nately excluded from the scope of the Committee and hence it is not 
possible to discuss in detail the manifold advantages that the coun- 
try would get out of it. The Imperial Bank, at present, does not serve 
the purpose as a Central Bank. In the absence of such a Central Bank 
our financial machinery is -clogged ; the arteries which would distribute the 
money in an automatic flow from the centre to the outlying parts in the 
busy season and bring it back in the slack season are choked and 
paralysed. No wonder, our banking and currency systems are artificial, 
unnatural and inadequate to discharge their legitimate functions. A Re 
serve Bank at the head, that will co-ordinate the entire banking system of 
the country, woulld be a great advantage. Without such an institution, there 
can be no co-ordination of policy and plans. Development under such 
circumstances is apt to be unnatural, irregular and erratic. This 
has already happened in many cases and we are now reaping the fruits 
of our past folly. In every civilised country we find a State bank at the 
head which is more or less a Bankers’ Bank and which does not enter inta 
competition with private banks. We want India to fall in line with them. 

There is certainly room for a good deal of improvement in banking effici-; 
ency and much of it can be brought about by greater co-operation amongst- 
the banks themselves. An all-round banking development calls for a 
complete co-ordination between the modem and the indigenous systems of 
banking in the country. Having regard to the great importance of th& 
indigenous banking system in India, it is essential that we should link it up 
with the general banking organization of the country and give to it that 
honourable place, that is legitimately due to it. The two systems should 
not be competitive and independent but they should be made supplementary 
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to 'each other. We must make them and utilise them as integral parts of the 
credit system of our country. This can be done by : — 

{i) Greater co-operation in business amongst themselves. 

{ii) Providing greater facilities for mutual consultation. 

Admitting prominent indigenous bankers into the directorate of 
co-operative banks or ordinary commercial banks. 

(iv) Utilising the services of the indigenous banker to act as a bank 
„ _ between the joint stock banks on the 

[Item , Ques ion .] hand and the small borrowers on 

the other. The indigenous banker will thus be linked up with 
the Imperial Bank and such a link will be of immense value 
•in stabilizing and improving the conditions of banking in 
India. Indigenous bankers may be appointed as agents of 
joint stock banks to do business in rural areas. It would be 
considerably cheaper and more economical than starting an 
independent branch in such a place. The expenses of an 
independent branch will be very much greater than the 
agency charges of the indigenous bankers. The statutory 
provision which compelled the Imperial Bank to open 100 new 
branches has worked disastrously for the indigenous banker ' 
and for the Indian joint stock banks. A better way to pro- 
vide banking facilities in the mofussil would be the appoint- 
ment, by the Imperial and other banks, of local agents in such 
places from the shroffs and indigenous bankers. Their dose 
personal knowledge of the villages, their personal contact 
and vigilance will be invaluable to the banks which engage 
them. Banking cannot penetrate deeply into rural India 
except by building up a regular chain of financial mechanism 
supplied by the dania, the shroff, the co-operative and the joint 
stock banks, all together. 

(a) The loan companies in the mofussil may be federated into small 
territorial groups, in which case the banks may deal with 
them more easily and with greater safety. It will be the 
counterparc of the district banks of the co-operative movement. 
It will help the growth of a closer touch between the two. 

Lastly, an association of bankers should be formed in all the larger cities 
to bring all banks into closer touch with one another ; such an associaticn 
if rightly used, will allay mutual suspicion, clear misunderstandings, re- 
move distrust and will aid each other in their delicate work. As Mr. S. 
N. Pochkhanawalla has pointed out “ banks in India have no source of 
information to determine the credit of their clients except through bazar 
reports. If a bank insists on a client producing his balance sheet to deter- 
mine his financial position, he resents the idea .and gives to another bank 
which receives him with open arms ”, Such cases of mutual rivalry can 
be settled quickly and easily in an association where banks can pool their 
information just as insurance companies do, whenever a man applies for a 
life insurance in one particular company, the company is able to draw on, 
all information available about him from all other insurance companies, 
where he might have previously gone for insurance. 

^ In all these ways, it will be possible to increase considerably the effi- 
ciency of banking institutions in India. 
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APPENDIX. 

UNIVERSITY OF LUCICNOW FACULTY OF COMERCE. 


COURSES OF STUDY. 

Advanced Accounting and Auditing. 

First Year Course. 

The Bachelor of Commerce course in Accounting is a continuation of 
the Commercial Diploma Course of the Intermediate Board of Education 
of the United Provinces. * It includes : The Principles of the Double Entry, 
Book-keeping and their application. Books of Original Entry, including 
tabular forms. The Ledger, Trial Balance. Trading, Manufacturing, and 
Profit and Loss Accounts, -nfith apportionments and adjustments Balance 
■Sheets. Loose leaf and Card Index systems of Book-keeping. Self-balancing 
Ledgers, Single Entry Book-keeping. 

In the treatment of the above the following matters are included : 
'Cheques, Bills of Exchange and Promissory Notes. Good-will. Classifica- 
tion of Assets. Bad debts. Depreciation. Reserves and Sinking Funds. 
‘Consignment, Joint adventure and Contract Accounts. Partnership and 
Company Accounts (including the Double Accounts System). Capital 
and Revenue. Investments. Accounts Current. Average Due Dates. 

Partnership Accminis. — The rights and duties of Partner’s interests as 
they affect accounts. The adjustments arising out of partnership relation- 
ships. The introduction of new partners. The retirement of partners. 
<3ood-will in partnership accounts. Dissolution and realization. Limited 
partnership and all matters relating to partnership accounts. 

Joint Stock Companies. — The statistical and other records and returns 
necessary by statute or by the special needs arising out of the formation 
and conduct of joint stock companies. The special books and registers 
•employed, whether obligatory or otherwise. The methods of dealing with 
the special transaction arising out of the formation, conduct, amalgamation, 
•absorption and reconstruction of joint stock companies, private companies. 

The Double Account System. — Its principles and characteristics. The 
problem of depreciation and the methods of accounting. Suitability to 
various clauses of undertakings. 

Branch and Department Accounts. — ^Including those of foreign branches 
and the treatment of fluctuating currencies therein. Their organization and 
•control from the head office. 

Insolvency and Liquidation Accounts. — ^The special books-accounts, records 
•and returns necessary (i) upon the insolvency of an individual or firm during 
dnsolvency proceedings and under Deeds of Arrangement and (ii) under 
liquidation proceedings of a Joint Stock Company. 

Miscellaneous Accounts. — Bank Accounts, Insurance Accounts. Goods 
■on sale or return. Royalties Accounts, Hire Purchase and Instalment 
•system. Repayment of Liabilities and Replacement of Assets. Manufactur- 
ing Accounts, Contract Accounts, and Accounts of Non-Trading Organiza- 
tions. 
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Books recommended : 

Batliboi: Advanced Accouats. 

Carter : Advanced Accounts. 

Cropper ; Accounting. 

Spicer and Peglar ; Book-keeping and Accounts. 


Second Year Codese., 

Published Accounts. — ^The construction, interpretation,, and critic^m of 
the account published! or employed by different kinds of ' joint stock' com- 
paniesj The distinctive features of. the accounts. o£ different undertakings 
connected "with various leading industries, The special' characteristics; 
which mark, the accounts of. local authorities;. 

Cost Accounts. — With special reference to 'works and factory accounting.. 
The various systems of' costing' and. the merits and weaknesses of each. 
The varying circumstances to be borne in mind;: in particular businesses'- 
when- constructing a system, and the necessary limitations of Cost Ac- 
counts. The various methods of payment of wages and. of remuneration, 
for management. Fixed charges and the relation of selling prices to cost 
prices. The analysis of accounts with a view to the computatioD of 
earnings and comparison of expenses. 

Incojne-tax and Super-ta^c . — 

Charges of Income-tax, application of Income-Tax Act and exemptioni, 
Heads of Income, Bases of Assessment with regard to each head."- 

Taxation of firms .. registered. 

„ ,, „ .. unregistered. 

„ „ companies. 

„ „ Hindu undivided family. 

Taxation of firms . . individuals. 

„ „ „ .. discontinued business. 

„ ,, new business. 

,, in the case of change in ownership df business. : 

Total Income. — Its meaning, how determined, its exemptions. Re- 
funds, Set-off of loss. Table of rates, charge of Super-tax. Total Income 
for Super-tax purposes. Exemptions. 

Auditing. — The continuous and the completed audit. The Detection, 
of Fraud. Technical Errors and the errors of Principle. First and Sub- 
sequent audit ; Verif^ng Cash Securities, Stock Sheets, Wages Sheets 
fecial consideration in different classes of audit ; Valuation of Fixed and 
Floating Assets. Form of Accounts and Balance Sheets, Capital and Re- 
venue Items, the Auditor’s Certificate, the liabilities of auditors, the con- 
duct of mvestigations and the certifying of average profits. 
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Books recommended : 

Batliboi : Advanced Accounts. 

Carter : Advanced Accounts. 

Cropper : Accounting. 

Lunt ; Manual of Cost Accounts. 

Ridgway : Cost Accounts. 

Stracham : Cost Accounts. 

Spicer and Peglar : Practical Auditing. 

Income-Tax Manual (issued by the authority of the Government of,* 
India). 


Advanced Banking (Previods). 

Currency, — ^The functions and economic significance of money. Vari- 
ous forms of money. Quantity Theory of money. Currency apprecia- 
tion and depreciation causes, effects, and remedies. Battle of mo- 

netory standards. Currency Principle and Banking Principle. Methods of ■ 
regulating note-issue in different countries. Various proposals for inter- 
national Currency. The Post-war currency problems in different countries.. 

Indian Currency system. Historieal development and present currency 
problems. The war and Gold Exchange Standard in India. 

Banking. — The nature of banking and the functions of the banker. 
Simple banking operations. The general structure and methods of 
English banking. How to read the Balance-Sheet of a bank. Banking and^ 
Money Market. The reserve and the discount rate. Causes of fluctua- 
tions in the Bank rate. Credit and its developments. 

Indian Banking System. — Exchange Banks, Joint Stock Banks. Co- 
operative Banks, the Imperial Bank of India. -Problems of Indian Banking,. 
Structure of Indian Money Markets. 

The origin and management of Commercial Crisis. State interference 
with banking. 

Stock exchange. — Relation with money Market. Working of Stock- Ex- 
changes. Economic effects of Speculation. 


Books recommended : 

Kinley : Money 

B. T. Thakur ; Organization of Indian Banking. 

Scott : Money and Banking, 

Report of the Royal Commission on Indian Currency and Exchange^. 
1926. 

Ambedkar : Problem of the Rupee. 

Withers : Meaning of Money. 



Advanced Banking (Final).* 


The ordinary practice of bankers with regard to the opening and con- 
'duct of banking accounts. 

Cheque.— 'Eoxms, Endorsements, Crossing of Cheques, Forgery and Al- 
-teration. Bankers’ marks on Cheques. Termination of bankers’ authority 
to pay Cheques. 

Bills of Exchange. — ^Forms, Endorsements, Acceptance, Acceptance 
for honour, case of need, Noting, Protest, Stamp duties, discharge of a 
bill. 

Theory and characteristic of Negotiability. Discounting of Bills of 
Exchange. 

Bankers* Credits. — Travellers’ letters of credit ; Circular notes. Con- 
firmed Bankers’ Credits, Unconfirmed Bankers’ Credits. London Accept- 
ance Credit, Documentary Credit. Revolving Credit. 

Bankers* Advances. — Advances against marketable securities, goods and 
produce, real property, ships, guarantees, debts. Debentures of Companies, 
Unsecured advances. 

Banking investment. Deposit of valuables with the Bank. Banks 
■and Customers. Mechanism of the Clearing House system. 

Baitks Organization, Management and Accounts. 

Historical and comparative study of banking with special reference to 
the English, American, German, and French. 

Banking Law. — Relating to Cheques, Bills of Exchange. Promissory 
iNotes, Bankers’ advances against securities, Bankers’ credits. 

Problems and recent developments of modern Banking. 

Books recommended : 

Sheldon : Practice of Banking. 

Paget : Law of Banking. 

Spalding : — Bankers’ Credit. 

Williams : Advances against Produce. 

Tannan : Law and Practice of Indian Banking. 

Kisch : Central Banks. 


*Final examination includes the first year course also. 
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No, 31, 

Statement o£ evidence submitted by Rai Promatha Nath Mullick Bahadur^ 

Calcutta. 


III. 

]. Certainly yes. 

The auditors and examiners should be appointed by those shareholders 
who are not officers or interested directors of the bank. Officers or heads of 
banks are often shareholders and can often easily secure proxies for their 
nominees from shareholders who have to seek their help when they want to 
take loans from the bank, and, therefore, these officers (shareholders) should 
not have any voice in appointing their examiners and auditors. Further, 
instead of the same stafi of auditors and examiners and directors growing 
friendly and continuing, they should be changed annually. Certahr firms 
should not have the privileged monopoly of these posts of a bank. The duties 
of such auditors should also be to see that no necessary information or materials 
are withheld from shareholders who want to be acquainted with them. As to 
their qualifications, besides being men with thorough knowledge of accounts, 
they must be honest business-men with good records who cannot be 
bought over in any way. {Vide Directors and auditors, convictions in the 
Bengal National Bank case and their conduct in the Alliance Bank failures, 
etc.) 

2. Ordinarily exchange banks and ordinary joint stock banks should 
not have restrictions imposed on their business. And as to restrictions on 
other kinds of banks, the nature of the restrictions would depend upon the 
nature of the business of the bank. For instance, land mortgage banks, 
industrial banks, co-operative banks, big joint stock banks would each 
conduct business on particular lines, and besides other legitimate restrictions, 
there ought perhaps to be some restrictions on the bushiess of each class of 
bank to prevent the same militating and injuriously competing against those 
of the other classes of banks. 

u 

As to the restrictions on the business of the Imperial Bank, I think the 
constitution and working of the same should be thoroughly revised and over- 
hauled. 

If the Imperial Bank continues to be Bankers to the Government of 
India, it must be a free bank with less of State control than obtains at present. 
It must have more free scope to look to the interests of its proprietors {i.e., the 
shareholders) than to the interests of Government; the restrictions indicated 
in Section 8 of the Imperial Bank of India Act should be amended in such 
a way as to leave greater discretion to the bank to advance loans to deserving 
parties on approved purposes, for longer periods. A special credit Board 
should be appointed to decide those questiorrs in a bank instead of leaving it 
to the absolute discretion of directors and officers vithout any responsibi- 
lity. 

3. The word “ bank ” should be restncted to those joint stock registered 
companies which satisfy the legal definition of the word “ bank ”. 

Additional special provisions for local firms and branches of foreign com- 
panies referred to in clauses {a), {b) and (c) would be welcome, if it would tend 
to minimise the chances of fraud on the public committed by those irregular 
and self-styled banks. But on the other hand, the fact must not be lost sight 
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• t)f that these private hankers do a good deal of useful work in helping and 
tostering local trade and industry, and so long as they do not claim the legal 

• concessions extended to banks strictly so called, they should not be brought 
' within the restrictions of the provisions of the law relating to banks. 

If any additional provisions are made for these irregular banks, these 
provisions, besides being enforced in the ordinary way through the law courts, 

> should be worked by the appointment of Government examiners of accounts 
and auditors, and if necessary, by the income-tax office stafi in the districts 
"who at present check and examine all the accounts of all such firms. 

4. Yes. 

5. Co-operative banks, exchange banks, etc., should have their sphere of 
operations defined, preferably by rules framed mider a statute than by sharply 
crystallized provisions of the statute itself, which might often handicap and 
hamper the said banks in closing some little profitable business out of their 
line which do not clash against the interests of any other class of banks. But 

■ the rules should be so designed as to prevent the business of a certain class of 
banks militating injuriously and competing against the legitimate business of 

- any other class of banks. Especially, the co-operative Banks in this coimtry 
are in their infancy, and considering the very useful work they are doing to 

■ the tillers of the soil, bigger agriculturists, the manufacturers, the middle 
class people and to all indigenous industries, their spliere of business should 
be protected from aggression by other classes of banks who help profiteers 

•and monopolists. ‘ 

6. The present position of a limited liability bank being governed by the 
Law of Joint Stock Companies is not quite satisfactory. Being in its very 
nature a concern which deals entirely with i)ub]ic money and money alone, 

■ there should be additional safeguards for preventing frauds and misapplica- 
tion and misappropriations of the funds. And to that end it should be so 
provided that the bank cannot easily withdraw its capital and defraud its 
creditors. Besides there should be special jwo visions for reserves, and for more 
frequent publication of balance sheets of banks which should show the true 

i state of affairs upto the previous month. If possible, banks Iialance sheets 
should be published monthly representing the actual state of the funds upto 
the previous month and be file’d with the Registrar of Joint Stock Companies. 
This would minimise chances of misappropriation and Avould at the same time 
" tend to forestall bank failures. 


7. Before sending a bank to expeditious liquidation, it should be impera- 
tive that its assets should be valued by independent and disinterested experts 
appointed by Court. No bank should be forced to liqxiidation on a valuation 
of its assets by a rival creditor bank, whose valuation and desire for liquidation 
■ of its rival are apt to be prornpted by self-interest and rivalry. Advance pay- 
ments to depositors of a certain proportion is also apt to be a bait to the other 
creditors and depositors to concur in the liquidation and to accept liquidation 
as a settled fact instead of fighting against it. Such a condition of things ought 
not to be permitted for the security of the banks in general as also in the 
-interest of the general public. Such was the widespread belief in the public 
n^d regarding the Alliance Bank liquidation affair and it was generally com- 
plained tha,t a bank which could pay more than three fourths of its liabilities, 

- as its Liquidators estimated after meeting their high commission and heavy 

- estabhshment charges not to speak of its assets did not realise their fuU value, 
should never, at aU, have been sent to liquidation. 
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'S. ‘Some of the principal -causes which have led to bank failures in 
•■•India are as follows : — 

(i) Bad management — Good management of a hank should consist in 
creating an influx of capital on low rate of interest under tolerable 
conditions. It must endeavour to diminish the working expenses 
by rationalisation from within. A thoroughly sound hank 
direction should aim at obtaining the necessary funds for its 
working expenses from its ordinary bank-business. Bad manage- 
ment fails to attract capital and to keep down the working 
expenses with the result that a crash becomes inevitable and is 
only a question of time. 

•{ii) Wrong credit allowance, specially against speculative or luistable 
stocks — ^Not infrequently it happens that directors or influential 
members of other firms or companies are also the directors of a 
hank who get greater credit and other privileges than the3'’ are 
ordinarily entitled to. These directors of the bank, therefore, 
get special facilities in obtaining loans and advances to their 
respective firms, credit being often allowed to them by their 
friend directors of the bank on insufficient and unscrutinized 
■•securities. To forestall this danger, it should be provided that 
no director of a bank should be a director, member or partner 
'or officer of any other firm, companj'^ or bank which have busi- 
ness dealings of this nature. 

‘iiii) Want of honest, capable and responsible officers and directors — In 
India after so many 5’’ears of British rule, there is no institution 
to train jmung men in banking business. In England and Scot- 
land a 5"Oung man from his seventeenth or eighteenth j'ear 
(commences to take his training in banking and in India all the 
responsible and higher officers of respectable banks have to be 
•■taken from the West. Naturally a verj' high price has to be 
paid to obtain the benefit of these West-trained men. The 
working expenses, therefore, go.-up out of proportion and often 
lead to a failure. And in the case of those banks which do not 
•requisition the services of such West-trained men, people without 
•suitable training being put at the posts which they ill be-fit, 
often work the bank at a loss or manage to rule on barely balanc- 
ing the credit and debit sides. Eurther, irresponsible officers 
and directors advancing loans to friendly companies or firms 
without proper scrutinj’’ have not unoften paved the way for 
a failure. 

Xiv) False transactions and wrong "vithdrawals. 

'•{v) Hasty and inconsiderate creditors with little knowledge of the 
bank’s assets demanding immediate payment and creating a run 
' on the bank — This danger is often accentuated if a rival bank 
is a creditor to a large extent. {Vide Alliance Bank failure.) 
In such cases premature and unmerited liquidation should be 
averted bj’' some plan for amalgamation with some other friendlj’- 
bank. 

'(ui) Want of sufficient cash to meet the current account liabilities — ^The 
paid up capital should be large and not a small fraction of the 
authorised capital as inordinarj^ joint stock limited companies. 
The management, policy and the principles of a bank should be 
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such as to create x^rtblic confidence so as to induce an influx of 
internal and external cax^ital on tolerable condilions. That 
would possibly obviate the possibility of a crash on this account. 

Preventive remedies would be the elimination of the above causes of 
failures. Besides the remedies suggested above, there should be strict provi- 
sions regarding the examination of the balance sheets of a bank monihly by 
independent auditors who will certify the assets and liabilities every month 
instead of their being passed at the annual shareholders’ meeting only by 
proxy votes secured by bank’s officers and directors. 

In cases of apprehended failure timely assistance may be secured by 
applying to Court for appointment of one or two disinterested bank experts of 
approved merit and experience as Beceivers to take charge of the banks’ 
assets, first to appraise them and ascertain the liabilities in order to try to 
square them from within or to try to settle affairs by borrowing on mortgage 
or otherwise vith the sanction of the Court. If after such genuine efforts, 
liabilities camiot be settled to the satisfaction of the creditors, then and then 
only, should a bank be sent to liquidation. Legislation to the above end 
would be necessary. 

9. I am strongly of opinion that as in the case of the Alliance Bank, diffi- 
culties could have been and can well in future be averted by some discreet scheme 
of amalgamation. Under the existing law, unless the bank management can 
scent a danger at a distance, i.e., sometime before the actual commencement 
of the run on its resources, liquidation can very seldom be averted. Legisla- 
tive provision should be made empowering courts to give a bank on a proper 
security adequate time and opportunities to aixange for and work out a scheme 
of reconstruction or amalgamation uith some other friendly bank whose 
working methods or sphere of actions are similar to those of the bank in ques- 
tion. Amalgamation of two banlrs in the first place, would very substantially 
reduce the working expenses, which is of paramount importance, and in the 
second place, it would stabilise xrublic confidence, and lastly, the assets of the 
other bank would be available for soothing the importunate demands of hona 
fide withdrawers or for circumventing the ulterior motives of any rival creditor 
bank. Considerations such as the above led to the fusion of some big German 
banks and in India also, the fusion of the Tata Industrial Bank with the Cen- 
tral Banlr of India are instances in point. Such fusion was I’endered possible 
and successful by the strong resemblance which existed between the internal 
organisation of the two banks amalgamated. 

10. The cost of liquidation is high, no doubt. Witness the Alliance Bank 
liquidation expenses — expert valuation of the assets promised a dividend 
of 14 as. in the rupee, but upto now only 11 as. in the rupee were paid. The 
cost can be reduced by legislative provision to the effect that the assets of 
banks in liquidation would rest in and the winding up done by a special official 
Receiver on a fixed percentage of remuneration. There is no guarantee or 
provision that the liquidation be curtailed after payment of -fth "dividend, so 
that the cost of Liquidation cannot eat up the estimated proportion referred 
to above. 

11 . Having regard to the past experience of so many bank failures in India, 
some sort of legislative x^rotection of all classes of depositors is imxaerative. 

In case of compulsory liquidation, all depositors should first be paid in fuU, 
then the menials, workmen, etc., should be paid in the order prescribed b^'’ the 
Insolvency Acts, then the creditors should be rateably paid, shareholders 
coming last of all. 
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12. A really stable bank should be protected against any unjust attacks. 

Everything will depend on the bank’s regular and faithful pubbcation of its 
balance sheets. The Eegistrar of J oint Stock Companies should be given power 
in the first instance to make recommendations for such protection by way of 
a preliminary inquiry^ and the final authority to grant such protection should 
be the court on trial of issues before it on full evidence produced before itself. 
The nature of the protection has been foreshadowed in the concluding portion 
of the answer to question No. 8 above. ' 

13. In view of the fact that co-operative banks are in their infancy, and 
the more important fact that of all the banks they are doing the most useful 
service to the comitry by fostering indigenous industries and local manufac- 
tures, helping agriculturists, peasants and the middle class people, and savnig 
all the above from the ruinous clutches of usurious money-lenders and profiteers, 
co-operative banks, land mortgage and industrial banks and in fact all those 
Banks which, by whatever name called, do the above class of business, should 
enjoy certain necessary legislative protection in the shape of immunity from 
some taxes, grant of loan by Government in times of difficulties. Government 
patronage in case of flotation of any loans, protection from any unjust attacks 
against their stability, reduced percentage of winding up costs and so forth. 

General observations. 

{On Regulation of Banicing.) 

Banks in India do not enjoy the privilege of issuing notes which is the 
best way of introducing paper money and deposit system of banking. The 
Government Post Office Savings Bank and cash certificate S 5 "stem very largely 
interfere with the true bankhig system of a country. The Government of 
India or any provincial Government has not done anything to extricate either 
zamindars or peasants from their chronic indebtedness to money-lenders whose 
high nte of interest is crushing them but to whom they have resort to meet the 
ever increasmg land revenue under sunset law, high price levels and their 
expenses of cultivation. 

The credit of a banker being efficiently advertised by the note if accepted 
by the public, a system of banlt note issue is the best way of introducing a large 
system of deposit banking. This carmot be done unless the people have ex- 
plicit faith in a bank which deals with its constituents very honestly without 
any kind of bias or injustice. Its accounts should present the true state of 
things and should be easily understood, nothing being made obscure or hidden. 
No bank can establish its credit unless it presents unvarnished account of its 
profit and loss, its assets and liabilities and its present and future prospects. 
India is now in great need of development Avhich will improve the condition 
of the people by increased production in agriculture, industry and manufacture 
through the bankers’ help. The cultivators in India have yet to learn the 
best processes of agriculture and to catch the proper market for their produce 
instead of falling into the hands of money-lenders and profiteers or middlemen. 
The gates of commerce and trade should be more widely opened through 
sound banking regulations and undertakings than they are now. 

IV . — Banking Edv.caiion. 

1. None whatsoever, and there is no co-ordination of effort between any 
institution and the banks. {Vide paragraph {Hi) of the answer to question 8 
of heading III — Begulation of Banking.] • 

VOT,. IT 


T 



274 


2. Banks do not provide an}’- facilities for the training of hoys (outsiders) 
in banking business. Those -who are on the staff, rub on and plod on in their 
daily routine work and thereby pick up what they can of some knowledge of 
the particular department of the banks’ business in which thej’ are respective- 
ly placed in the ordinary course of their duty. Eecruitment of stag by the 
banks referred to has, of necessity, to be from the University graduates, who 
have shown some proficiency in arts or science or mathematics, but there being 
no schools or colleges for teaching banking, these recruits are absolutely in- 
nocent of any knowledge of banking. And in the present day methods of 
recruitment by the Imperial Bank, these are glaring instances of injustice by 
the banks’ heads and responsible officers regarding appointments and promo- 
tions, which formed the subject matter of bitter press agitation and which will 
show what a bank like the Imperial Bank can do in training youths who enter 
its service and who are the fortunate few for whom aU this injustice is done. 
The method of recruitment of the staff of the Imperial Bank from the 
highest to the lowest cannot be praised or said to be perfect at least. 

There have been serious complaints about it b}’’ the shareholders with the 
authorities of the bank, copies of correspondence regarding which are sent 
herewith to speak for themselves. 

3. The question is vague. There being practically no instruction in bank- 
ing at present there is no question of combination of theoretical or practical 
training in banking. Hardly appointments in banks are made with an eye 
to the theoretical and practical combinations and very rarely such a com- 
bination is found in the responsible ofiicers or heads of banks here. 

High posts of the banks, as a rule, have been reached by Europeans pro- 
moted from the lowest ranks without any academih qualifications and it is 
an irony of fate they examine Indian graduates before admitting them as 
probationers of the bank. Besides, in the case of the appointment of the 
Slanagmg Governors, there is a strange anomaly that they are appointed by 
Government without consulting the wishes of the shareholders in any way 
and the appointments generally go to the retiring secretaries without any 
special qualifications, either as regards international banking experience or 
academic merit befitting their high pay and great responsibility’. As a matter 
of fact, these promotions of the secretaries of long service and played out ener- 
gies carry with them, some sort of obligations and old friendships which in- 
fluence them in dealing with questions W’here the interests of the shareholders 
of the bank clash with those of Government. 'These posts should' on no 
account be in the gift of Government and their seriices should not be re- 
cognised by Government, irnless and until the shareholders of the bank 
make due representations to Government to that effect. Eor all these 
reasons, Indian appointments in the banks have not been attractive and as 
long as these grievances are not remedied, any facility for banking education 
in the schools, colleges or Universities in India would be useless. 

5. The heads of the banks should be men of high European academic 
reputation and banking experience, of high social position and integrity, not 
to be carried aw'ay by any likes and dislilres, which is inevitable with those 
who have been in service in India for a long time. 

4 and 7 . [See paragraph (ni) of answer to question No. 8 of heading HI 
Regulation of Banking.] There is no training of indigenous bankers worth 
the name. The provision of special training for this class of bankers depends 
materially upon banking organisation and currency’ reform. There should be 
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onstitutions affiliated to the Universities which would impart theoretical and 
practical trainmg ‘in banking under European experts, and the University 
-should confer Bachelors’ and Masters’ degrees in banking. 

8. The prospects of the boj's trained in banking in India are at present 
not bright, as Indians serving as probationers hi the biggest bank, otz,, the 
Imperial Bank, have aU been disappointed more or less as could be gathered 
’from reliable information. I do not attribute the slow development of banicing 
and specially branch banking so much to the absence of trained men in India, 
as to want of men’s confidence in bank’s impartial transactions and credit, 
etc. No consistent policy of hard and fast rule is observed in making advances 
an respect of time limit or the amount of advances but it entirely rests with the 
sweet will of the officers of the loan department. Demand loans against 
Trustee-stock should not be called for paj'ment by the whims and caprices 
of any officer of the banlc without assigning sufficient reasons for the same. 
Hhere should be no question of difference. in grantmg loans on the ground of 
eolour or friendship in any bank, as is disclosed in the minute of dissent of the 
External Capital Committee Report. 

' . General observations on Heading IV. 

Banking Education » 

"Mere legislative enactments will not improve banking in India. Good 
rand efficient bankers with true knowledge of the theories of banking and 
w'ide-experience hardly come out to India to put their knowledge into practice 
-and to train efficient banlrers to make banking a success in India. The greatest 
•asset of the English nation is its banks and bankers. Through their efforts 
"London became the centre of international money market. In India with 
•-SO many years of British connection and rule, there is no money market any- 
where, nor is its money market respected or counted. India suffers very badly 
ior want of true banking' education as well as training. This is more or less 
‘due to want of faith in and the education of the heads of banks who owe their 
positions generail}'’ to long service or Government favour rather than 
an3dhing else. Fmther, the majority of posts in banks offer no high emolu- 
ments to attract capable men to enter Bank’s services. Indianisation of 
Ibank’s services is, no doubt, an important question of the day. 

V. — General Banking Organisation and Money Market. 

Answer 1. — ^Yes. 

The Government of India should be guided by past experience and the 
present circumstsaices to remedy the present organisation of banks in such a 
way that the banks can Influence the money market. Banks alone can guide 
the investment market by financing the class of good industrial, manufac- 
turing and other useful concerns of the country. It is in this way that banks 
in other countries being in close connection with all the branches of home 
•industry, with the universality of their experience and their activities, axe espe- 
cially fitted and useful to render assistance to the investor and to guide the 
’money market. Much depends in India on the attitude of the people and of 
their good bankers. Banks in India do not perform the function which they 
•do in other countries. Here the banks are, more or less, concerned with their 
• own profit, made chiefly from deposits made by people or business concerns 
’•who have surplus monej’’ to put .into banks. In India these latter people 
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patronise and iielp the banks whereas in other countries the banks help the^ 
people bv helping their industries, manufactures, agriculture, etc., by moving 
crops, etc., to consuming centres and generally controlling the price-levels. AH' 
this acain’is due to the patent fact that in other countries the bankers are 
thek ouTi people who have affection for their own country and have their 
country’s nrosperity and well-being at their heart, whereas in India, the bankers 
are mostly foreigners, given to exploiting the resources of India for the weU- 
beiiig and prosperity, not of India, but of their omi respective countries. 
So the fundamental defect in the banking organisation _ of the 
country can hardly be remedied by administrative measures, legislation or 
co-operation amongst the banks. j\Iinor defects or defects of 
detail in the existing system can, however, be partially remedied by 
legislation and co-operation amongst banks themselves. Por instance, 
frauds upon banks may bo forestalled by legislative provisions to 
the end that mortgages to banks would not bo eomplotcd simply by regis- 
tration with the Registrar of Assurances but must bo registered with a 
Registrar of Banks, who will forward particulars of the mortgage to all the 
banks within his jurisdiction or the banks would have to take his sanction 
(after search of his registers to see if there are other mortgages on the self- 
same properties) before the mortgage can be comjHotcd and the loans thereon 
be actually advanced. (Fide Guzder case in Calcutta.) 

There should also be a certain amount of co-operation in these respects 
amongst the various banks themselves, such as there is in existence amongst 
the various life assurance companies, regarding their traiisactions nith 
individual constitueni.s, under which system each company sui^plies informa- 
tion to the other companies giving details of the individual lives assured 
^vith them. For the stability of banking organisations and consequently 
that of the money market, some such administrative measures, e.y., requiring 
each bank to make a security deposit with Government for the benefit 
of its constituents as is required from all life assurance companies in India, 
may be desirable and useful in minimising the chances of failure and safeguard- ■ 
ing the interests of depositors in case of failures. 

Answer 4 . — The Bank Rato should truty represent the condition of 
the money market. But it is desirable that Bank Rates should denounce 
speculation and prevent any such crash as befell in Wall street. The rise 
and fall of the price of stocks have little bearing on basic values. The Bank 
Rate should be such as would not make it possible for the stock market ever to 
collapse like a house of cards. 

Answer 5 . — Financial panic in war-time is inevitable but it is inexpli- 
cable why now in peace time Government credit is so very low that the 
Honourable Finance Member of the Government of India had to announce 
the flotation of an Indian loan in sterling, paying higher rate of interest 
than before and at a discount in London money market. This was net due 
to Congress Resolution at Lahore or to activities of the extremist section but, 
more or less, to the wrong financial policy followed bj’ the Government of 
India and its want of a sound currency and bankers worthy of the Govern- 
ment of India. 

Answer 6 . — WroJig payments of unclaimed money of the old Presidency 
Banks by the Imperial Banlc as well as advances made to the Bengal National 
Bank etc. It is not due so much to inadcqua.cy of existing legal prortsions 
as lO apparent neglect of duty on the part of the responsible officers of the 
bann who are, more or less, induced and encouraged by tho fact that they are* 
never, as a ruie, called upon to make good the losses, or forfeit their prevident 
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fund or pension or are prosecuted fo” negligence or connivance as the case 
may be. Protection to banks against frauds, etc., can only be effected 
(■without entailing 8.uy hardships on bona fide customers) by dealing "with the 
officer at fault and giving exemplary punishment and by forfeitures, etc., 
indicated above. {Vide also ans'wer to question 1 -of headipg V — General 
Banking Organisation, etc.) ' 

Answer 7. — ^Yes. ‘ ^ ’ 

{a) Cost of management should bo in due proportion to i^s capital and 
■work, and it may be reduced by curtailing overhead charges — ^the pay cf 
the heads of banks should be according to their respective qualifications and 
should be governed by the bank’s annual profit and not one uniform pay, 
irrespective of its profit and loss. 

Large banks should endeavour to diminish their ■working expenses by 
rationalisation from ■wdthin. A thoroughly sound bank direction should 
aim at obtaining the necessary funds for its working expenses from its ordinary 
•bank business. 

(c) & {d). There should be closer co-operation and pact betv/een those 
banks which resemble one ' another in their internal organisation and have 
-affinity of interests, instead of unhealthy competition between them. To 
forestall wastage of energy and expenses 135 ^ unavailing and ruinous compe- 
tition, there should be pro^\’ision for fusion and amalgamation of banks of the 
same class and type after separate existence for a definite period. Fusion 
-.always tends to reduction of working expenses. Such ultimate prospect of 
amalgamation between two or more banks would also ensure their mutual 
support in times of their respective temporary difficulties and would ensure 
■the stabih’ty of all of them. Such an arrangement would also show the 
possibilities, by shovfng the beginnings on a smaller scale, hcv/ and on what 
principles and arrangements the cash resources of different banks can be mo- 
'bilised to forestall any emergency or unexpected situation. Legislation on 
this head may be invited on lines similar to that which provide that ail private 
railways in India after being worked by the respective companies for a certain 
number of years would vest in the State. So provision may be made that 
'particular banks of each class would be amalgamated with certain approved 
Ibanks of the same class after a fixed number of years. 

Answer 8 . — Dividends of existing banks are not high, having regard 
to the fact that only the capital earns its dividends in exclusion of disclosed 
and undisclosed reserves, other funds, etc., to the tune of 4 or 5 times its 
capital. lam notinfavour of establishment of new banks except at different 
/Centres. 

Answer 9. — Yss. 

{Vide memora,ndum submitted before the last Royal Commission on 
Indian Currency apd Finance by the Secretary to the Government of India, 
IFinance Department.) , 

The remedy lies with the expansion of trade and commerce by revival 
-of industry, manufacture and agriculture, by true currency, exchange and 
banking reorgani.sation. 

Answer 10 . — Indian money marlret organization ■will largely depend on 
•proper banking organisation wnich ■will be able to cemmajad price-levels of 
.commodities and stock, besides impro^ving the function of clearing houses 
in India and improving the credit and face value of Government stocks. 
London money market should be the ideal of Indian money market in settle- 
ment of stock and produce exchanges. 
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Europsan banks patroiiiss very largely brokers montionedl 
in the ‘ question ’ and they have friendly relations %vith them. 

.dnsM^er 12 . — ^Yes. 

Ansxoer 14 . — The most marked characteristics of Indian trade indus- 
tries, etc., are, in the first place, shortage of capital, and, in the second, the 
high rate of interest required by that capital which they do possess. The 
task with which Indian banking organisation is faced is to start industrial,, 
agricultural, co-operative banka, etc., on a large scale and to create an in- 
flux of capital therein under tolerable conditions. The Government Treasury 
balances should also be utilised for furtliering facilities to commerce, industry- 
and agriculture by banks which will have custody of the same. 

{a) No. 

{b) Yes. 

(c) Yes. Besides I am strongly in favour of iitib'sing the large sums of 
money lying unclaimed for a long time in Postal Savings Bank deposits and 
old Presidency Banks. 

Answer 15 . — The Imperial Bank being onl 5 ' a bank of 10 years’ standing, 
has no past worth the name. Its predecessors had been doing bettor services 
than what it has been doing. The three Presidency Banks, being separate, 
could study conditions prevailing in each Presidency and were able to deal' 
whole-heartedly with all questions in all their aspects affmting the interests 
of each Presidency, wl)ich the Central Board of the Imperial Bank, the costly 
luxurious bird of passage, can hardly do. It is said that tlio Imperial Bank 
of India lias paved the way for the concentration of all the money reserves 
of the country in the hand of one central controlling authority whicli the 3 
Presidency Banks, being divided, could not do. What the Imperial Bank did 
is not for the interest of the trade and commerce of the country or for the 
shareholder, s but to help and patronise the Government emronej'’ reserve, 
etc., by giving them high rate of interest which is a distinct loss to thorn as a 
bank {vide Financial Secretary’s memorandum referred to above.) 

The general public or the shareholders have very little chance or oppor- 
tunity of knowing the work of the Imjierial Bank of India, as the bank is 
so very reluctant to give out their work and representations to Government 
even to their own shareholders when they were eagerly dcradiiding to know 
them. The Imperial Bank transacts all Government business and work. 
It lends money against Government and Trustee -stocks only and sells and 
buys them as solo agents of Indian States. The middle class genera! 
pub Iic_ have to a certain extent been excluded from much benefit from the 
Imperial Bank of India in ordinary banking busmoss and loans, ns it does 
not deal with any but their approved parties. The Chairman of the Annual 
General Meetmg of the Imperial Bank of India does not review the work it 
did like other banks and consequently the questions (a) to (/) cannot be an- 
swered with certainty, but it can bo safely said that the Imperial Bank of 
India is neitlier an independent bank nor a private bank of shareholders, 
nor a national bank of India, caring at all to further the interests of Indian 
trade, commerce, industry and manufacture, but lends a helping hand 
to recognised European firms and banks whose business has been to ex- 
ploit the vast resources of India to the best interest of the countries to which 
each of them belongs. What services from the Imperial Bank Indian States- 
and Provincial Governments get are not made pubhe. 

^What part the Imperial Banlc of India played in the 
liquidation of other banks can well be illustrated by examples. I meam 
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the Alliance Bank of Simla Limited and the Bengal National Bank Limited 
liquidation cases. The heads of the Imporia! Bank of India who displayed 
utter ineapacity in valuing the assets of the Alliance Bank of Simla Limited 
are said to have been instrumental in its unjust liquidation. The worst thing 
happened in the case of the Bengal National Bank Limited liquidation where 
advances were made against securities while the Court found the banli could - 
not hold its lien for realisation and thus the assets of the Bengal National 
Bank were wrongly valued. 

Answ&r 17 . — The position of the Imperial Bank of India might be uniquer- 
but it on no account can be called satisfactory. It is more or less a Govern- 
ment institution, being Government bankers under Government control.. 
It cannot thus safeguard the interests of the shareholders nor can it render 
suffieient help and encouragement to Indian commerical and trading bodies.. 
Nor is it a bank doing all the work which a Government bank of a country is ex- 
pected to do. Its constitution is faulty ; it has very few expert bankers cf 
European reputation and experience as members of its Central or local 
Boards. It cannot give better dividends to its shareholders than what- 
exchange banks in India do. 

It would be better if the Imperial Bank be relieved of the duties of tho 
bankers to the Government of India and all legislative restrictions be removed, 
so that the shareholders would be in a position without Government interfer- 
ence to reorganise the bank with competent men of international fame and 
reputation who could divert its resources towards financing the export and 
import trade of India now solely in the monopoly of the foreign exehange 
banks, instead of locking up its resources in half value 3 per cent. per cent, 
and 4 per cent. Government stocks. 

Answer 18 . — The Imperial Bank of India enjoys immense facilities and 
concessions from Government, municipal and other corporations, etc., and 
what is more, it enjoys imjustly, undue legislative protection from a share- 
holder’s and i)ublic point of view. No claims, demands or proceedings against 
the old Presidency Banks, either by their shareholders, or their constituents 
or depositors are allowed to be made by virtue of Section 7 of the Imperial 
Bank of India Act, This had the effect of forbidding all reasonable enquiries 
regarding their past accounts at the time of the amalgamation of the three 
old Presidency Banks with a view to determine v^hat various funds and assets 
and liabilities of the said old Presidency Banks were taken over by and merged 
in the opening balance of the Imperial Bank of India, at its birth. The 
shareholders made a petition to the Governor- General- in- Council fa cojiy of 
which is herewith enclosed) for redress but in vain. The petition in question 
and subsequent correspondence will speak for themselves (copies of the same 
are attached herewith). These concessions and legislative protections shouM 
on no account be continued and no joint stock bank in India should be .allowed 
to enjoy the same. 


Geneeal Observations on Headino V. 

General Banhing Organisation and Money Market, 

India has no bank with large deposits and capital like the English banks, 
though its size and population are 15 and 7 times greater respectively thaii 
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those of the United Kingdom. Banks are not run in India on Western lines. 
There is hardly any industrial, agricult ur.al or land mortgage bank in India 
worthy of her vast resources. The co-operative banking is now in its infancy. 
All sorts of legitimate trade and industrial enterprises which can develop the 
resources of a country like India and lead to ultimate, success can only be 
achieved, through sound banking organisation and easy money market. 
Blere general banking which the Presidenej^ Banks with the other banks 
used to do, cannot advance India’s material progress and prosperity sub- 
stantially. None of these banks ever financed either zamindars or agricul- 
turists in the scientific development of land which would be helpful in giving 
better yields, nor did they ever attempt to prev'ent crops, etc., falling into 
the hands of money-lenders or profiteers or assisted in their movement to the 
consuming areas or to the ports to reduce the cost of production. Thus 
for want of such proper banking, zamindars and agriculturists are forced to 
the thraldom of money-lenders and profiteers, by the rigidity of Government 
revenue demand and its sunset law. The meagre banking organisation in 
India is not only defective and not helpful to India but it largely helps ex- 
ploitation of the large resources of India by foreign merchants which spoiled 
Indian industry and manufactures to a great extent. These are the services 
rendered b37- the old Presidency Banks and the Imperial Bank along with other 
exchange and joint stock banks. The Secretary of State for India usurped 
the duties of a bank being the largest seller of remittances on India 
without limit of amount and not being able to maintain the minimum 
limit of rupee exchange fixed by legislation duo to balance of trade 
he had to meet the situation selling homeward remittances 

slightly below the minimum rate of rupee exchange. This was not 
enougL The Secretarj' of State went further in order to encourage 
the exchange banks to buj^ export bills in excess of their requirements 
and insured them against the risk of a rise in exchange. There were ro good 
bankers who could foresee the great risk Government had been running 
and warn Government beforehand. The net result of this was that tlie 
Secretary of State was obh’ged to sell out the sterling secmitics in the Paper 
Currency Reserve. Legislation after legislation became imperative to meet 
the heavy losses and the three Presidency Banles were amalgamated into one 
bank under the name and style of the Imj^erial Banlc of India to befriend 
the Government of India. The Chamberlain Commission attributed the annual 
stringency in the money market to the independent Treasury system of the 
Government of India. The Imperial Bank was then called upon to do this 
Treasurj’- business free of charge by an agreement to open lOU new branches 
within 5 years. What is more, when the revenue realisations in land reve- 
nue, customs and income-tax, are of a substantial value, and Government 
lends the substantial amount of the money to meet the seasonal trade demand?, 
at a higher rate of interest than what British Coxirts ordinarily allow. For 
this purpose the Imperial Bank has to induce firms and individuals to take 
loans on bills instead of cash credits. The Government Treasury balances at 
the disposal of the Imperial Bank for the assistance of the money market 
does not mean any profit but actual loss to the bank. The Government of 
India on representation of the Imperial Bank made a refund of only the stamp 
duty of the Bills. The practice of drawing funds from India to meet Home 
Charges ” by means of bills of exchange drawn on India is a legacy of the 
Eiast India Companj’’. Upto now no bankers to the Government of India 
could devise better means than this. ' There are no banlis in India which can 
rule the money market of India or can increase the mobility of money and its 
purchasing power. 
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Conclusion. 

f 

I beg to tDake my httmble concluding submission that in the present age 
-•of socialism, it is needless to add before the influential and representative 
Banicing Enquiry Committee that mere personal experience without close 
-study’ of things, which is responsible for this undesirable state of aflatrs, can 
only prejudice men. It is, therefore, only reasonable to expect that the members 
of the Committee, possessing as tliey do, wide knowledge and experience, will 
not mind hair-splitting diflerence of opinion on fine points of economic and 
financial principles, if found anjnvhere in this memorandum. It cannot be 
•overlooked that there is no Indian bank or branches of Indian banks in foreign 
countries. .India has no place among the nations of the world in the aggregate 
volume of her foreign trade. The network of foreign bank branches in India 
gives the exporter and importer close contacts and grasp of the situation 
which tmable them to help their country firms with every assistance they 
require in establishing biisincss and trade relations in every trading centre 
of India. India should have a national bank vdth national capital which 
will make Indians as a nation occupying certain place among the leading com- 
mercial nations of the world in export and total trade per capita. Without 
an efficient banking organisation and service this position cannot be achieved. 
•Currency, exchange and Government financial policy with legislation should 
on no account be delayed for this. The j)eace of a country and a nation 
dspends on the financial prosperity backed by sound banldng. In the present 
state of India, Government should take up the leading position in banking 
organisation and establish a Government bank like the Bank of Australia 
with branches all over the country. All district boards, municipalities, 
post offices, etc., can contain branches of this State bank and it will be seen 
that it will work like a clock an creating a vast influx of capital in this 
State bank and its branches, more so, if the State bank pays adequate at- 
tention to helping and fostering native industries, agriculture, trade, etc. 
India is passing through a serious economic illness which must be attacked at 
the centre so that there will bo general revival of ordinary trade and banking. 
The legislations for special currencies and tariffs are nothing but mere palha- 
tives. Most of the currencies of the world are now on a stable basis and the 
chances of speeffiation are negh'gible. India should have a currency which 
will bind her closer to England. Nothing but a common money for the 
respective needs of England and India fitting into one another would materially 
help in bracing up the agriculture, manufactures, credit and cnrrency of 
'England. With so many years of British rule and connection, India has not 
attained any position in the international money market and no city in India 
-can claim to be in any way its centre like London. India cannot any longer 
afford to lose heavily by fluctuating exchange annually. Value of silver per 
ounce has been steadily going down and silver, if truth be told, has 
becorne mere merchandise in the West and has ceased to be international 
money between the East and the West or perfect money. If India is to aspire 
commercially in the comity of nations she cannot do so vdthout an international 
money. India should not be made the sink of silver. The perplexity of the 
wise has sometimes been resolved by the simplicity of a child. Much depends 
on the way in which one looks at it and argument is always handy. It is 
-said that the sole reason why India has not, long ere this, had a gold currency 
waS' the fear that there was not gold enough for both England and India. 
But alas-! tables are turned. New York has now usurped London’s position 
which is dollar sterling exchange. The Governor of the Bank of England 
‘Las now.to run there often to settle important questions. Salvation of 
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India lies in a stable international currency and improved banking- 
capable of rationalisation and revival of her dying industries and manufac- 
tures through sound banking organisation. The Tiank of England influences 
the price of commodities by bullion movements on foreign account to enable 
dealers in England to put the price up and do'wn in a remarkable fashion in. 
order to stem°the tide of selling and buying ir the market. There is no such 
bank in India which can do the lilce in the interests of India. Such a bat^ 
and gold currency of England should bo adopted in India. Now the economic 
factor has become all important and is more to be considered than merely 
the political. It is here that the bank plays the important p^yt. The high 
priest of rationalisation Mr. Henry Ford, pays the highest wages in the world to 
his Avorkmen and yet produces the very cheapest car of the Avorld. He has 
done more for the question of unemployment than any Government in 
the world. Every effort should noAV be made by co-operation among banks 
to aAmid interJiational competition for the Avorld’s FUjjplics of gold and its 
price. India wants such a bairk, be it Central Reserve or National Bank, 
as will be able to deal Avith the situation effectivol.y. Currency inflation by 
Government must go. Uniform international currency and Government 
banking should take its place. 

It is not possible for any man to say positively what it should be and how 
it can effectively be done. 


Supplementary memorandum by Rai Promatha Nath Mullick Bahadur, 

In regard to section III, question (1), I wish to add to my written- 
memorandum and say that I am in favour of audit examination of bank 
accounts by examiners. Such oxnmiiaors should be appointed by Gov- 
ernment (Finan-ce Uei arlment) at present and In' the Reserve Depart- 
ment when it comes into existence. I suggest this measure, because I 
do not consider the present system of audit ns satisfactory. In order 
to show how very unsatisfactory it is. I shall give an illustration from 
the accounts of the Imperial Rank, which I have received as a share- 
holder, as well as a letter from the auditors on the subject, on which I 
raised a point. 

You Avill notice in the balance sheet of the Bank of Bengal giving the 
statement of affairs of the Bank of Bengal ns on the 31st of December 
1920, the dead stock shown as Rs. 28,50,000. In the statement of 
affairs of the same concena ending ns on the 2Gt.h of January 192], the 
dead stock is shown as Rs. 1,11,56,000, an appreciation of Rs. 83,06,000. 
On my raising the question by a letter to the Secretary and Treasurer, 1 
am sent a reply as from the auditors of the bank, which reads in the- 
matter of dead stock as follows: — 

‘The value of the Main and Branch Offices in Calcutta and other- 
places is. as you presume, shown under the heading “Dead 
Stock; there has been no appi'eciation. ’’ 

Whatever the object of the bank may have been in inflating the value of- 
the dead stock, and^ even if it was done for a good and proper purpose,. 

j. -f view of the shareholders the audit system is defective- 

if it failed to out directly and without anv question this factor of' 

appreciation. When the auditor, after a shareholder has raised the issue,. 
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actually tries to evade and to whitewash the doings of the directors andj 
the manager, it places the shareholders, as proprietors of the concern, in. 
a very disadvantageous position. 

This fact was brought out prominently in paragraph 5 of the position, 
of the shareholders of the old Banlr cf Bengal and of the Imperial Bank: 
referred to in my memorandum under answer 18. I trust the Committee 
would realise that the position of the shareholders is most unsatisfactory 
and all that on account of the dereliction of duty by the auditors. 

The three old Presidency Banks’ final balance sheets as on the 26th. < 
' January 1921 were not passed by the respective shareholders of the said. 
Banks before their amalgamation into the Imperial Bank. In the circum- 
stances, it is inconceivable how the very first balance sheet of the Impe- 
rial Bank was passed by the auditors and their certificate does not dis- 
close anything about this, specially when the shareholders of the old Pre- 
sidency Banks ceased after the amalgamation referred to above. 

It is also very desirable that the auditor of a bank should be one re- 
presentiug a recognised reliable firm instead of being an individual mem- 
ber of a firm for whom the firm in question is rot in any way responsible. 

With regard to restrictions on banking, in my reply, paragraph 2, 
where I say that “ordinarily exchange banks and other joint stock 
banks should not have any restrictions imposed on their business”, I 
may state the general principle, viz., that I would leave the banlcs free 
,to arrange what sort of deposits they will take, what sort of loans they 
will give, what sort of paper they will discount, and what sort ot secu- 
rities they will accept, but this freedom is only with regard to institu^ 
tions registered in India and working under the Indian law. This does, 
not implj' that there should be no restrictions on foreign banking con- 
cerns, who are established in this country, or wish to establish them- 
selves in this country in future. 
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Iso. 32. 

iStatement of evidence submitted by Dr. L. Nemenyi (Budapest, Hungary), 

Calcutta. 

INTEODUCTION. 

Our first vas to deal only with the problem of industrial banking. 
When dealing with this subject we realised that it was more or less im- 
possible only to describe the industrial portion of Continental banking. We 
have, therefore, extended our memorandum to the description of the general 
principles of the European banking system. 

We have tried to put our analysis on European banking as plain as 
, possible before the Central Banking Enquiry Committee and have quoted 
for reference various descriptive books written about European bankmg. 
Time and space have prevented us fi*om entering into details and. annexing 
statistical tables. Just after the completion of this memorandum we 
received new statistics relating to European banking up to the year 1930, 
which we shall be pleased to submit to the Committee on request for 
perusal. 


T * * * 

We now wish to point out that owing to the limited time given, we had 
no opportunity to print the memorandum and beg, therefore, to be excused 
for the typographical errors which are corrected by liand. 


The Problem. 

During the Great War, a strong need for the development of Indian 
industries was felt. It was recognised early that one of the chief problems 
of industrial development is the financial question. The Indian Industrial 
•Commission (1916-1918) undertook first to enquire into the possibilities of 
industrial banking in India. During this period the Tata Industrial Bank 
■was established as an entirelj'’ private enterprise with a large capital 
(Es. 223 lakhs) which proved to be a failm’e in a very short time and had 
to be amalgamated with the Central Bank of India in 1923. 

One of the chief sources of the recommendations of the Industrial 
Commission on industrial banking (page 179, Eeport of the Industrial 
Commission 1918) was the “memorandum on banking” submitted by Mr. 
G. Eindlay Shirras, Director of Statistics (pages 796-846 of Volume V,' 1919, 
Of the Minutes of Evidence of the Industrial Commission). This memo- 
randum describes the Indian banks, the great commercial banks of 
Germany, the Industrial Bank of Japan and the trade banks of the 
United Kingdom and of Spain. In the “Summary” (page 814) Mr. Eindlay 
"Shirras recommends; — 

(a) The introduction of industrial banks into the Indian banking 
■system. 

(b) The establishment of a network of branch banks; and 

(c) The development of the present system of banking to meet the 
■changed circumstances brought by the War. 
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The Eeport of the Industrial Commission deals in chapter XX (pages 
176-186) with the question of “Industrial Tinance” and its conclusion is 
that industrial banks have to be established, but the Commission state 
that — 

We do not feel that we have sufficient material before us to 
enable us to formulate a definite scheme for Industrial Banks. 
We ask, therefore, for the appointment, at the earliest possible 
date, of an expert Committee to consider what additional 
banking facilities are necessary for the initial and for the 
current finance of industries ; what form of Government assist- 
ance or control will be required to ensure their extension on 
a sound basis.” 

A number of distinguished authors have dealt with the problem of in- 
dustrial banking since 1917 : — 

Tannan and Shah. — Indian Currency and Banking Problems 1917, 

G. Pindlay Shu’ras. — Indian Einanee and Banking 19r9. 

K. T. Shah. — ^Indian Cm'rency, Exchange and Banking 1922. 

Wadia and Joshi. — ^IVIoney and the Money klarket in India 1926, 

H. Sinha. — Early European Banking in India with some reflections 

oA present conditions 1927. 

B. T. Thakur.— Organisation of Indian Banking 1927, III Ed. 

B. Eamchandra Eao. — Present day banking in India (under print). 

Eor want of space and time we are unable to go into a detailed descrip- 
tion of the above works, so we try to sum up their views in the following; — 

' “Industrial banks should be established in India for the sake of 
floating new industrial companies and for providing existing 
ones with loans on long terms. The aim of these banks 
should be to attract deposits on .long terms, as weU as to. 
issue debentui'e bonds. They should have a staff of experts 
to judge the technical and business prospects of concerns 
which come to them for assistance.” 

Further the following problems are discussed: — 

Whether these banks should be based on State aid or not, whether one 
Central Institution should be established for the whole of India or one in 
every province, whether they shall have branches and whether these banks 
should take up commercial lianking. 

It is a well-knowm fact that the Continental banks have ever since 
devoted a great part of their activities to promote and finance industrial 
undertakings, whereas British banks have strictly adhered to the principle 
of providing their clients with short loans. The example of the big banka 
in Germany has been specially declared as a model for industrial banking. 

Dr. Gilbert Slater (Oxford) has recommended in his reply to the ques- 
tionnaire of the External Capital Committee (Page 21) : — 

the “development” of Indian Joint-Stock banking by the 

•.doption of methods similar to those employed in Germany by the “D” 
Banks. The above opinion was shared by Sir Dinshaw V¥acha (See page 
21 of the above report). 
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Mr. Pindlay Sbirras’ ‘'memorandum on banking” gives us a detailed 
nummary of tbe German banking system, but he states that_ his memo- 
Tandum “is mainly, not entirely, descriptive and not analytical’’. 

A very good description of the banking institutions of various countries 
•can be found in ‘‘Foreign Banking Systems”, edited by Barker Willis and 
B. H. Beckhart 1929. 

The greatest work dealing with the history of German, banking is: — 
‘‘Die Deutchen Grossbanken” by Dr. Biesser. Third Edition 1910. A 
short but precise history of German banking is contained in: — ‘‘The Evolu- 
:tion of German Banking” hy Leopold Joseph 1912. 

We must, however, point out that these works are merely descriptive 
■and not analytical. 

The task of our note is to submit an analysis of the Continental bank- 
ing system to the Central Banking Enquiry Committee, gathering the 
essentials of this system, as the institutions may vary in some respect from 
town to town, from country to country, but w'e feel that there are some 
•deeper principles which characterize all. 

Only the results of such an analysis will enable us to go into the details 
of the future of Indian industrial finance and banking. 

EIBST PABT.— THE CONTINENTAL BANKS. 

General Features. 

The economic development of the last 80 years has produced, without 
exception, more or less similar types of big banks in every large town of 
•the European Continent. The statistics show that these mighty institutions 
are the survivors of hundreds of banks which have been created during 
these 80 years and which have failed or have been amalgamated with 
•stronger ones. These big banks were in the struggle for life with the many 
mew banks, the fittest of whom have survived. Their reward is 
great; they are the leaders of the financial and industrial life of their 
country, and their influence gives them and their principals an exceptional 
position. 

Their yearly reports show about a hundred big industrial undertakings 
connected with their concern. They describe how the banks have parti- 
cipated in floating big loans for the State, Provinces, municipalities, and 
debentures for railway companies, etc. We read that during the last year 
the shares of various companies have been introduced by them on the stock 
exchange. Many of these banks also give large mortgage loans to their 
clients, besides providing the public with every possible credit facility. Their 
"net-work of branches extends their activities to the smallest villages thus 
helping the development of trade, industry and agriculture. 

Their enterprises do not stop at the boundaries of their own country; 
they participate in floating loans of foreign states or municipalities and' 
■they are constantly in touch with the fine and ever-changing mechanism 
of the international money market. They have branches in various im- 
■portant foreign countries and in the eolonieo. 

The nanies of the personalities on their Board of Directors are the 
■"best proof of their financial^ strength, their great influence and last but' 
ndt least of the spiritual capital guaranteed by the outstanding personalities 
'of their leaders. 
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'People -educated oa, the simple lines of British banking must find it 
5ncredible, that these Continental banks can carry on such various lines of 
business which appear to be rather risky and speculative. It is one of our 
chief objects to explain how a bank can do business receiving deposits on 
•short terms, giving mortgage loans for 60 years, doing transactions on the 
stock exchange, participating in syndicates and fostering industry, etc., 
without involving great risks and distributing these risks if any. 

As stated above, these big Continental banks are more or less similar 
to each other, as we will see later on. Whether they have, for instance, a 
mortgage or . produce department or not makes no difference in their prin- 
ciples and in their working. 

The inherent principle is in every case unaltered, i.e., these banks of 
the so-called mixed type might do every possible business which may arise 
out of the financial needs of economic life. Whether they go in for ever^' 
possible line or not is a matter of the actual business policy. 

Before discussing the various problems which arise out of these complex 
activities, and before analysing the position of these banks in the economic 
life of then country and in the world of international finance, we take the 
opportunity of describing such a bank in general, depicting the model of 
a 'bank which deals virtually nith every possible business line. 

We have to point out before proceeding further that the various busi- 
ness lines which can be dealt with in a manner of routine are transacted 
in the respective departments, but the higher financial activities, such as 
floating of • State and municipal loans, syndicate operations in connection 
with the promotion of industrial undertakings, etc., are dealt with by the 
managing directors themselves with the help of their secretaries. 

The various activities carried out by the big Continental banks are 
•executed in the British banlung system by various kinds of different firms, 
whereas a big Continental bank comprises a commercial bank, mortgage 
bank, discounting house, issue house, company promoter, bill broker and 
.a stock-broker. The next important point is that the main part of these 
banks is similar to a commercial and an exchange bank in the British 
sense of the word. 

Cexerai, Description. 

The main part of a great Continental bank — as described in the preced- 
ing chapter — is nothing else .but a commercial and exchange bank as 
understood in the British sense. The function which we call industrial 
hanking in the narrower sense of its meaning, is only dealt vdth by the 
managing directors and the so-called “secretariat”. The function called 
industrial banking will be described in the next chapter. "We shall now 
proceed to describe the organisation of the various departments of these 
hanks and their functions. We may make a distinction between business 
-departments, i.e., those which transact various business and show a profit 
4md the administrative departments; — 

(A) Business Departments. — 

(1) Credit Department, 

(2) Stock Exchange Department, 

(3) Foreign Exchange Department, 

’ (4) Produce Department, 
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(B) Administrative Departments.— 

(1) Cash Department, 

(2) Correspondence, 

(3) Current Aceoimt and Pixed Deposit Dept. 

(4) Accountancy. 

(5) Control. 

(A) Business Dep.4rtments. 

(1) Credit Department . — This Department deals with credit transactions 
which are manifold. 

(a) The most important feature of the credits given is the discounting, 
of commercial bills, as through the rediscount of these bills the bank can 
always get ready money. The basis of these bills is a real business trans- 
action (i.e., the sale of goods). A manufacturer or a wholesale dealer or 
an importer sells goods to another — smaller — merchant who signs a draft. 
The seller if he wishes to realize the money immediately, sells this draft 
(bill) to the bank. The bank discounts it, paying him the amount minus 
interest. The bank keeps the drafts in its custody and if the bank wants 
to realize the money before the date of payment has arrived they rediscount 
it ar the Central Bank (Eeichs Bank) at the Bank Bate. Smaller banks 
sometimes rediscount the bills in their possession at the big banks. In 
Central Europe, banks sometimes send their drafts to foreign to'^ms to get 
loans against the security of the same. In this case the transaction is 'done 
in foreign cmrency (exchange). The chief feature of these drafts' is that 
they bear at least two signatures, i.e., that of the drawers and that of the 
acceptors of the bill. In case these bills anive finally at the Central Bank,, 
they bear 3 or 4 signatures. 

{h) Credits on current account are overdrafts usually given, wiiihou'j any 
security, to parties well known to the bank whose personality or firm stands ' 
a guarantee for their security. The industrial concerns connected with 
the bank, and other industrial and commercial undertakings are allowed 
such overdrafts for a limited period. 

(c) A very safe way of giving loans are the credits allowed against the 
security on goods. Some big banks also have big warehouses to store 
the mortgaged goods. 

(d) Loans are also given by these banks on - the security of landed' 
property for relatively short periods (G months, 1 or 2 years). These loafis 
are different from the mortgage loans which are described below*.' 

(c) Some of the big industrial banks specially in the eastern ps.rb bf 
Central Europe (Austria Hungary, etc.), are also w^'orking as ‘mortgage 
banks, giving loans for 25 — 50 j’ears against landed properties' and issuing 
bonds which are sold mostly in foreign countries and are considered as very 
safe investments. 

The management of the credit department will be described later on. 

(f) Loans can further be obtained against the deposit of shares and the 
hanks can liquidate these loans by depositing them with the Central Bank, 
who will grant them an advance against the same. 

(y) The various forms of acceptance credit are on the same lines as 
are carried on in the London money market. 
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(2) Stock Exchange Department. — ^The banks in Central Europe are 
^ilso members of the stock exchange, buying and selling shares, bonds and 
-every kind of security on behalf of their clients. They make a good profit 
•on the commission as well as on the difierence of the selling and buying 
price margins. This department also transacts the business of the syndi- 
-cates, thereby making a very substantial profit. 

Shares or secui’ities of foreign countries are also bought and sold by 
this department. The managers of such departments also give advice to 
their clients with whom they are usually on friendly terms. The share 
and foreign exchange departments are doing arbitrage business in shares 
•and foreign exchanges, making a profit on the difference in the prices of 
shares, and foreign exchanges in various towns, closing these transactions 
over the telephone, or by telegrams. This arbitrage business is done 
'by the bank entirely on its own account. (See the detailed description of 
Arbitrage in Mr. A. G. Whitaker’s Book on foreign exchange 1924, Chapter 
XIV, pages 397-428). 

(3) The Foreign Exchange Department . — ^This is a very important 
department whicb sells and buys foreign exchanges on behalf of its clients 
and does arbitrage as described above. 

(4) Produce Department.' — Some of these banks have large departments, 
idealing as merchants in different goods as for example; coal, sugar, cereals, 
salt and even machinery. 

(B) Administrative Departments. 

These are the cash, current account and fixed deposit, correspondence, 
accounts and the control departments. The correspondence in some banks 
is a, separate department and in others every department does its own 
correspondence. 

We have now to point out that at present in Europe and America, we 
find quite a new science dealing with the development and rationalization 
of administration. Many books are written on this subject and this will 
have to be studied by Indians to a great extent. 

INDUSTBIAL ACTIVITIES OE THE BIG CENTEAL EUEOPEAN 

BANKS. 

As described in the second chapter, these big banks have no Industrial 
Departments and the industrial activities are carried out by the managing 
directors and their secretaries, who form the “secretanat”. 

Beading the annual reports of these banks, we find that several big 
industrial companies are connected with them. Now let us view the origin 
of these connections. 

(1) Eirst we shall describe how the banks assist the birth of a new 
industrial imdertaking. Usually a technical or a business expert approaches 
the bank and places, before the managing directors, the plans of a new 
industrial undertaking. The managing directors of the bank are well 
versed, both in judging new ideas in general from every possible point of 
view, as well as in observing the new client’s personality. If the first im- 
pression is favourable, one of the special experts of the bank is then 
•called upon to examine the details of the proposition. This expert is 
usually one of the directors or managers of another industrial concern 
connected with the 'banlc. If the result of the thorough examination is 
Von. H u 
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fa'vour 3 bl 6 , tbs managiiio dirsctors of flie bank decide to float s- limitedi 
coixipany and tbe preparations start quite privately and confidentially. 
Tbe form of tbe so-called syndicate is usually applied for tins purpose,, 
Sucb a syndicate is a temporary association of various companies and also- 
of private men, formed for tbe sake of floating tbe new limited company. 
This svndicate bas a written agreement but of no official or legal character 
■^rtigtsoever , It is more oi* less a confidential and private soit of ^agree- 
ment between friends and nothing else. Members of tbe syndicate may 
be tbe following: another bank (often another bank in a foreign country 
or in a different town) and one or two other bigger industrial companies 
which may have some business connection or interest in the new com- 
pany. Sometimes for various reasons the State or a municipality may 
also be a partner of the syndicate. Eminent business men (financiers) 
are often individual members of such a syndicate. Sometimes managing 
directors of the companies who are members, also join separately as 
individual members. The syndicate di\ide5 the shares of the new com- 
pany in different proportions between its members. One member may 
have a share of 40 per cent., and another — an individual member for 
instance — only 3 or 4 per cent. If the new limited company has been 
floated, the members have to pay in their .respective shares to the syndi- 
cate, but as a rule the shares are not handed over to them, even after 
payments -have been received in full, and as long as the syndicate exists, 
the shares belonging to it are always kept together. In some cases a 
part of the capital is not paid in full and the bank advances the balance 
against the seemity of the shares (Lombard). The leading members of 
the syndicate usually become directors of the new company. In course 
of time when the new company has proved a success, the shares arc placed 
in the market. The time is always chosen carefully, according to the 
conditions of the share market. The syndicate or rather the stock, exchange 
department of the bank — which usually does the administrative work for 
the syndicate regarding shares — divides' the shares between the applicants, 
and it happens very often that the applicants can get only one-half or 
even only one-third of the requii’ed quantity. It is a question of business 
policy as to how many shares of the syndicate will be sold on this occasion. 
There are cases where all the shares are sold and the members liquidate 
the syndicate and share the profit according to the percentage of their 
different shares. This happens mostly in cases where the shares can be 
sold above par and the syndicate has no special reason to hold any shares 
longer. Several cases are known whore industrial companies appeared to 
belong to the concern of a bank although the bank had already not a single 
share in its possession but its directors contmued to remain on the Board of 
Directors of the industrial company and the industrial company remained 
to be a client of the bank. The number of shax’es which are actually in 
possession of a bank or a syndicate are kept very confidential. Often the 
syndicate sell only a part of their shai'es and their life is extended for 
several years. When the price of the shares falls on account of the slack- 
ness of the stock exchange, the syndicate buys the shares back at a much 
lower price knowing that the real value of the shares is higher. Later 
on when the stock exchange is favourable the syndicate sells the shares 
again at a higher price, thus making a good profit. The above activity 
of these syndicates has a very good influence on the fluctuation of the 
shares, for in their person we find a good buyer in times of depreciation and 
a villing seller when the prices rise unreasonably. These manipulations' 
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on the exchange are mostly done in a very confidential way through 
two or three middlemen so that the public cannot guess the movements of 
the syndicate. 

In the balance sheets of the banhs we find an item 
“Shares in Syndicates” 

showing the part of the capital of the bank which is invested in such enter- 
prises. 

(2) The above description has explained how these banks give a help- 
ing hand in the formation of new industrial undertakings. Again we can 
also depict several cases, in which industries, that have been working in- 
dependently for a considerable time, have become connected with these 
banks later on. Such cases are: — 

(a) The owner of a privately owned factory dies and the successors have 
nobody to manage the business on a satisfactory basis and therefore, re- 
quest the bank to form a limited company as described above. In such 
an instance the successors might retain a number of the shares— receiving 
1, 2 or more seats on the Board of Directors according to the number of 
their shares — and receive cash for the balance of the value of the stock 
in trade and goodwill, or they might sell the entire factoi’y to the syndi- 
cate thereby ceasing to have any further connection with it. 

{b) An .industrial undertaldng might be offered to a bank, in a similar 
way, if it is in a bad financial condition for want of sufficient liquid 
funds to carry on the business. But again if the proprietor is foimd 
capable, he is usually asked to continue the management in the capacity 
of a general manager and there are cases in which such concerns, that 
have been faced with a dark outlook, have eventually grown into a flourish- 
ing business enterprise. 

(31 Yet again it happens that companies which were connected with a 
certain bank later on get associated with another bank. 

(а) A bank buys the shares of an industrial undertaking secretly in the 
market as it finds that its prospects are, very good and the shares are to be 
had at a low price. When the buyer has more than 50' per cent, of the 
shares in his hand, he declares his holding in the next general meeting, 
nominates his delegates on the Board of Directors and the company goes 
over to the concern of the new bank. 

(б) It is further possible that the majority of the shares of an industrial 
company are offered openly through middlemen, as the bank, respectively 
the syndicate to whom it belongs, wants to get ready money, because 
they might find that a great portion of their capital is locked up. In other 
cases again the shares are offered for sale, in accordance with the opinion 
of the syndicate, if the respective industry has no good prospects and if 
they want to dispose of the shares. 

(4) We have described above how industrial undertakings get connected 
with a bank. We have now to take up the question as to how these 
industries are to be financed. Practically every way of allowing credits 
as described in the preceding chapter, is used for this purpose. Credits 
for long periods are never given to the industries by these banlcs, but in 
case money is needed for extension, machinery, etc., they arrange for 
a debenture loan or for raising the capital. Now-a-days in the financial 
circles of Central Europe, it is considered a rule to raise the capital in the 
above cases if there is the slightest possibility of doing so. 

D 2 
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Even debentvire loans are now seldom taken in Central Eiu'ope and the 
usual way of obtaining fresh funds is to raise the capital. The motto 
being: “own capital is the cheapest money.” 

(5) It is a well-knou'n fact that the banks have a strong control over 
the industries connected with them. This control does not merely consist- 
of the appointing of one or two of the directors of the bank on the Board 
of Directors of the industrial concern, but in many cases the bank or one 
of the industrial members of the syndicate appoints one of their higher 
employees as a departmental manager, secretary, engineer or account- 
ant to the newly connected industry. Such appointments have two 
objects: — the first is to have a “confidant” on the staff of the now (or 
newly connected) underbaking, the second is to place a capable man at the 
bead of such a department which appears to be neglected. This custom 
also gives great scope to the younger generation in the banks and industries 
for a good career*, and the younger promising employees are often 
selected as a kind of staff officer who in time will bo chosen for higher 
positions. The managing director and sometimes even departmental 
managers of the industrial undertaking have to go at certain intervals — 
once or twice a week — ^to the director of the bank who is in charge of 
the respective industry and have to report on all the imiiortant events. 
All questions of the future business policy — buying of raw material, output, 
prices — are carefully considered and decided during these interviews. 
Sometimes the eminent personality of the leader of an industrial concern 
helps him to become a leading figure in the controlling bank and many 
managing directors of industries are on Iho Board of Directors of the big 
banks. Thus the experience and knowledge of all the prominent per* 
sonalities, of the wide circle formed by a bank and the industries con- 
nected noth it, are wholly utilised for important decisions. Tlic experience 
and knowledge of all these directors and managers — lot us call it the, 
spiritual capital of the concern — is perhaps mucli more important for the 
sound and successful management of the big European banks than the 
amount of their paid-up capital. 

ANALlhSIS OF THE CONTINENTAL BANKING SYSTEM. 


To analyse the Continental banking system means to rxphiin the work- 
ing of its complicated mechanism and to state the facloi*s through which 
the existing big banks have successfully survived luindrods of their com- 
petitors. 


I. — Working of the Continent.ve ItfiXED Banking System. 

The chief principle of the working of a Continental hank of the mixed 
type is that "Evory line of its acihniics is sclf-halanchip". 

One author describing the German banking system says that these 
banks “have to depend for their long term investments mostly on 
short term deposits”. If the above had been the method of conducting 
their business we feel sure that not a single bank would exist in 
Germany. The banks of the mixed type grant loans on short as well as 
long terms to their various clients. The short tenn deposits are used 
for short term credits, whereas the loans on long terms are based — ^without 
exception--on such resources -which can he safely loclred up for long 
periods. Loans on long terras are, granted to industry and nginculture in 
■Qie force, of debentures. The debenture bonds which arc issued against 
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these loans, are sold to capitalists who are willing to invest their money 
for a long period against a guaranteed interest. There is a great difference 
between an agricultural and an industrial debenture bond. The value 'of 
landed property can be estimated fairly accurately and the return of the 
same is also more or less unchanging. The value and return of an indus- 
trial undertaking may vary considerably and the failure of the undertaking 
will depreciate the value of the debenture bond to a very great extent. 
For this reason the interest paid on an agricultural debenture bond is 
much lower than on the industrial and the first is considered as a gilt- 
edged security. 

We have described, in the preceding chapter, how the banks provide 
industrial undertakings with their initial capital forming syndicates for 
tins purpose. We have also seen various cases in which limited com- 
panies are formed for the sake of participating in or financing existing 
pri\^ate concerns. The raising of capital is another method of providing 
uhdertaldngs with fresh capital, thus avoiding new credits. 

Further, we have stated in the preceding chapter that the banks invest 
a part of their assets in these syndicates, that is to say, that £v certain 
part of their assets is locked up in industrial undertakings. 

The Continental banks have often been accused of locking up their 
assets in shares and syndicates, thus conducting their business in a rather 
speculative lyay. We wish to quote the view of tlie most prominent 
authority on German banking who denies the above accusations. Prof. 
Dr. J. Eiesser in his written evidence to the German Bank Enquiry Com- 
mission (1908-9) states the following: — 

“The assertion has been made that some outside money and even some 
deposits are “invested in Syndicate Undertakings or in speculation”. This 
assertion is at once refuted by the fact that at the end of 1908 the sum 
total of securities, mortgages and syndicate participations at the afore- 
mentioned 143 (in 1908, 169) credit banks vdth as much as 1,000,000 marks 
of capital was only 1,198,052,000 marks — only a little more than one-third 
of the capital and suiplus of these banks, which amounted to 3,253,673,000 
marks. Another two-thirds of these banks own resources would, therefore, 
have to be invested in that way before there could be any question of any 
outside money, not to speak of deposits, being invested in stocks • (specula- 
tions) or syndicate participations”. (See “National Monetary Commission 
Document 407 Part 2, pages 830-31, Washington 1911”). 

Our next step is to explain how it is possible that these banks can 
manage syndicate operations on a large scale, although they use only 
about a third part of their capital and reserves for this pru'pose. We know 
that there are often approximately 100 industrial undertakings connected 
with these banks and, therefore, it sounds incredible that all these syndicate 
operations can be conducted with such a relatively small capital. The 
secret of these operations is that the capital invested in these syndicates 
is constantly changed from one investment to another. We have stated in 
the preceding chapter that the banks regulate the price, of the shares of 
their industrial undertakings on the stock exchange, i.e., selling at high 
•and buying at low prices. Further, — as we have stated — the holdings of 
banks in tre different sj-ndicates is kept very confidentially; therefore, it 
is clear that thi-ough a skilful management, this one-third of the capital 
is always invested, realised and re-invested in various shai*es. These 
changes are done even daily. The shares are sold not only on the Stock 
exchange but also to foreign capitalists in large quantities. We know of 



294 i 

several cases where banks have sold all the shares of undertakings with 
which they were known to be connected. Even the directors of these 
industrial imdertakings were not informed of the fact that the bank which 
controlled them did not possess a single share. 

n. — T he Money Eesources, 

(1) Deposits . — As described above, the main part of the activities of 
the Continental banks is commercial banking. This department is similar 
to a British joint stock bank, i.e., receiving deposits and granting various 
kinds of loans on shoi*t terms to its clients. In connection with the 
question ot deposits we have to draw your attention to the fact that the 
increase of deposits all over Europe, including Great Britain, is chiefly 
due to that development of banking, which resulted in the emerging of 
a few great banks. It is sure that banks of such high standing as the 
“Big -t'ive in London”, the “B” banks in Berlin and all the other large 
banks, and their numerous branches in Europe, can attract far more 
deposits, than would be attracted by a great amount of smaller banks, 
even if they have more capital. We will deal later on with the question 
of the amalgamation of banks. 

One of the greatest maladies of the Indian economic life is the hoard- 
ing habit. In the last century when there were hundreds of small banks 
■existing in Europe the hoarding habit was very strong, especially amongst 
the rural population who kept then* money hidden in secret places and 
■often undergi'ound. Failures of banks at that time were very common 
which were often caused by runs ndthout any reason. Only since the 
development of the present day big banks, do we find that the deposits 
have increased considerably. 

(2) Bonds and shares . — We have stated above, that European banks 
do not use their deposits in granting loans for long terms to industry 
and agriculture, but that against these loans they issue debenture bonds. 
It has been stated in connection with the stock exchange department 
of the Continental banks that the managers of these departments are on 
friendly terms with their clients, and give advice regarding investments. 
The same friendly connections exist between the branch managers of the 
banks and the public. Through this personal contact the banlis have a 
large field in issuing and placing their various bonds and shares amongst 
the public. In this connection we find again the advantage of the Con- 
tinental system of banking of the mixed type against the British system. 
It is natural that the investing public has far more confidence in bonds 
and shares of companies founded and controlled under the expert leader- 
ship of big banks, than in stocks and shares of undertakings, established by 
H company promoter. Furthermore, the managers of these big banks can 
judge the conditions of the money market and the stock exchange far better 
than a company promoter or even an issue house. The bonds and shares 
are often sold to foreign countries as the strong international con- 
nections of the banks enable them to place various securities 
in foreign markets. The international connections' and the ad- 
vantages and disadvantages of foreign loans and liabilities will be 
discussed later on. The chief point is that the investment market in the 
Continent is entirely conti’olled bv the banlis, which is a much better system 
than that of the British. British authors withou exception admit this 
fact. 
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(3) Money Marl-ei . — Besides the deposits of the clients and the invest- 
Tnent market, the banks rely upon the money market to a certain extent 
■for their short term accommodation. Many banks have at times super- 
fluous means which they cannot use for the time being. These amounts 
are usually loaned to other banks either on call or for a fixed time of 1, 2 or 
•3 months. 

Beside the above transactions, we often find that the banks re-discount 
their bills at bigger banks (see general description; credit departments). 

We do not wish to go into the details of the working of the money 
market. We have only given a general description about discounting of 
bills. We have not touched on the complicated questions of acceptance 
-ci'edit as the discount markets is not even established in India. 

(4) The Central Banlc of Issue . — The most important resource of the 
banks in Europe is the possibility of re-discounting their bills at the Central 
Bank of issue. This advantage is not only used as a money resource 
but is also the greatest factor of the fluidity of the Continental banks. 
Every bank keeps, a large quantity of the bills vhieh it has diseormted, 
rn its portfolio. In case of emergency when all the other resources ara 

blocked, the Bank of issue is always in a position to supply ready money 
by re-discounting these bills. The importance of this fact will be dealt 
with specially when discussing the Indian banking problems. 

(5) State Loans, etc . — The activities of the big Continental banks 
in issuing loans for the States, provinces and municipalities have also to 
be described in this chapter as sometimes parts of these loans are kept for 
a period with the banlc in question; thus the issue of such a loan becomes 
indirectly a money resource. 

As the banks on the Continent are also the greatest financiers of their 
countries it is natural that all the various kinds of loans both short and 
long ones go through their hands. The system — as described in connection 
with the placing of bonds and shares in the market — enables the banks 
■to be the best intermediaries for such transactions. These loans are placed 
in the country or in foreign money markets according to the prevailing 
conditions, and in the case of large loans the banks form syndicates, similar 
to those described in the chapter dealing with the industrial activities of 
the banlcs. 

Ill — Standing of tuf. Continental Banks. 

The position of the big Continental banlcs in the economic life is quite 
•different from that of the British banlcs. The latter satisfy only a limited 
portion of the financial needs of the country, whereas the big Continental 
banks extend the sphere of their activities covering every field of finance 
and enterprise. Mr. Findlay Shirras states that the big German banks 
’“are, as it were the General Staff of German Industry, the brains of the 
Industrial Army” (See page 815 Minutes of Evidence, Volume V, Indian 
Industrial Commission, 1919). We may safely extend the above remark 
and say that the Continental banks are the general staff of the entire 
economic life of their country. 

As w'e have decided to' analyse the Continental banking system we 
have to answer questions which are not usually dealt with in the descriptive 
books on banking. These works state only facts which -are based on 
•statistical statements. We — on the other hand — ^vdsh to put before the 
Central Banking Enquiry Committee a thorough analysis of the working 
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of the banhs on the Continent and, therefore, have to take luio consideration, 
the personal and even the psychological questions connected with Con- 
tinental banking problems. 

In the British banking system which is much more simple and less 
complicated than the Continental, the personality of the leaders has a 
far lesser role chan on the Continent, '.riie manifold activities- of the Con- 
tinental banks require selected leaders. Just as history and politics ai-e 
governed by outstanding personalities, the figure of the Continental bonk 
leader has to be of a prominent character to be able to control various 
business lines. Judging daily the problems of credit-question, stock 
exchanges, foreign exchanges, industries and trade, he has to control his- 
bank, like a prime minister. It is often asked how it is possible that 
continental banks can take up safely so many lines of busmess, many of 
which seem to be rather risky and speculative. We have tried to explain 
in the chapter on the “Working of the Continental Banks” the principle 
“that every business line is self-balancing”. We must, however, point out 
that a certain portion of the activities of the Continental banks cannot 
be explained, nor analysed, ns these activities solely depend on the 
genial personalities of their leaders. 

We have to emphasize particularly the importance of the leading 
personalities in connection with the Indian banicing problem and we shall 
revert to the above in the respective chapter on education. The problem 
of banking education in Euro])e will bo dealt with in connection with the 
Indian educational problem. 

Groups . — If we compare Indian banking, finance^ industry and trade 
with that of the Continent, we find that one of the chief differences is- 
that the economic units in India — whether they are bank's or industrial 
undertakings, etc. — arc standing isolated, whereas in Europe we find that 
these units are connected with each other in many ways. Wo have 
referred to the intimate connections of industry and banking on the 
Continent, but have also to point out that the different banks arc connected 
in various groups. In main syndicates banks of the same, or even of 
foreign countries are united for various purposes ns described before. 
The personalities of the Board of Directors of the Continental banks are 
the best proofs of their international connections. On the Board of the 
Directors of the biggest Hungarian Bank, wo find ; one British, one Dutch, 
four French, one German, and three Austrian members. There arc n few 
prominent groups of banks extending nil over Europe. One of the best 
known and -strongest is the Bothschild group. The largest State Loans in 
Europe v/erc and are still floated by this gi-oup. The advantages of these 
groups and concerns are gi-ent- Banks and undertakings connected with 
a strong group can face many more difliculties than the isolated ones in 
India. 

It is the duty of the controlling banks to judge in times of depression 
whether an unprofitable undertaking should bo assisted or liquidated. 

IV. — ^Development op the Big Continental Banks. 

The evolution of banldng is similar all over Europe including Great 
Britain. Hundreds of banks have been established during the last century 
and the beginning of the present, out of wbicb only a few have suivived. 
These banks are those big banks to which we have refeiTed throughout 
our memorandum. 
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Let us now analyse the causes and -conBegnences of this process. It ap- 
pears very easy to establish a new banlc, but when founding an industrial . 
undertaking, difficulties are met with in the first step. This is one of the 
causes why so many banking institutions founded during the last 100 years . 
had a very short life. 

We have referred often to the importance of the personality of the bank: 
leaders, and can, therefore, safely state that the prosperity of the banks 
which have survived was entirely duo to the outstanding talents of their • 
managers. Studying the history of the European banking system we see 
that practically all the banks which finally emerged and became great 
institutions had to experience times of difficulties caused through bad ' 
management and general depressions. The few banlis which became . 
gradually stronger and stronger extended their connections in various* 
directions. They have taken up more and more business lines, they have 
affiliated or amalgamated various smaller or weaker institutions and they 
have built up in the course of time an industrial concern. 

In this connection we have to point out two main points: — 

.(1) Many authors and even commissions (Industrial Commission,. 
External Capital Committee) dealing with the Indian bauldng problems 
suggest that various kinds of “new” banks should be e.stablished. In 
opposition to the above suggestion, we have to emphasize that the funda- 
mental fact of the Jiistory of European banking is that the great banlcs of" 
Europe were developed gradually from small beginnings as stated before- 
We will refer — in the chapter on “Indian Banking Legislation’’ — to the 
doctrines of sociology from winch wc learn that big institutions if created 
suddenly, even if aided by the Slate, are entirely artificial, and will in 
all probability pass out of existence after some time. 

(2) We have slated above several times ibe im])ortance of personality 
and personal connections. We have referred to the fact that the economic 
units in India are standing isolated in every respect, whereas in Europe 
the greatest factors of the development of the big banlcs are the personal 
and “friendly” connections of tlie directors with the various leading 
personalities of the economic life at home and abroad. The building of 
syndicates and groups, etc., arc always planned in a confidential way, 
between business friends whose friendship is generally a personal one too. 

It is clear that only such friendship, based on mutual trust, makes it 
possible to deal with great difficulties and to solve problems in a satis- - 
factory way, A strong personality is the on!}- basis of success vffien con- 
cerned wilii foreign loans and connections. W'e have to refer to the fact 
that after the War small countries like Austria and Hungary although- 
weakened by the Great War by losing the gi-eatest part of their territory,, 
and by the depreciatcrl exchange, etc., have obtained large loans, without- 
which they would not have been able to build up their economic life again. . 
It is clear that only the most prominent personalities could have impressed' 
foreign capitalists to such an extent that they have taken the responsibility 
of issuing such loans to these countries. 

A few banks have gradually emerged out of weaker ones in every country - 
and the process of amalgamation has started. As we are not writing the 
history of the Continental banking system we do not wish to go into the 
details of this process and believe that it -will be sufficient to quote Sykes'" 
statement on the Amalgamation Movement in English Banking 182?! — 1924, 
that the grand total of the various amalgamations has amounted to 552,’. 
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Dr. Eiesser describes the amalgamation of the G-erman banks on pages 
666 to 698. The process of amalgamation was similar in every European 
.country, ( 


fV. The advantages and disadvantages op the Continental Banking. 

System. — Our above descriptions and analyses have pointed out to 
a certain extent the advantages and disadA^antages of the Continental 
-system, but we find it necessary to sum up these points systematically, as 
later on when discussing the Indian banking iiroblems, we will liave to 
.refer to them. 


A. — Advantages. 

(1) Viribns unitis — There is no doubt that the outstanding advantage 
of the Continental banking system is that it unites all economic forces of 
/the country which work systematically, which means that the output of 
the entire economic mechanism is far greater than in countries where all 
economic units are isolated. 

(2) International connections . — The international connections enable the 
'banks to draw funds when needed from any part of the world and oh the 
other hand to utilise superfluous capital in countries ivhere it can be safely 
invested. We feel sure that the problem, whether foreign capital should 

be used or not, cannot be decided, because the problem is really not cor- 
rectly formulated in the above form. There are creditor countries and 
there are debtor countries at certain periods. Debtor countries are forced 
to take foreign loans. Creditor countries have to seek for investments in 
debtor countries. The problem is to find the right methods of developing 
a debtor country gradually into a creditor country. There are certainly 
cases where a debtor country can hepome a creditor country with the 
help of foreign loans. We do not wish to go into the details of this problem 
'hut will revert to the same in the second part when dealing with para. 
14(a) of part V of the questionnaire of the Indian Central Banking En- 
•quiry Committee. 

(3) Distribution of Bishs. — A bank or an undertaking which is not con- 
nected with a concern or group, i.e., which is working on its own ,has to 
run the constant risk of failure perhaps through a slight difficulty. 
It often happens that banks or industrial undertakings which could have 

'been saved through a relatively small credit have failed, as they had no 
chance of obtaining the same. We have already remarked that the groups 
and concerns give every help to its members to overcome difficulties, if the 
future of the undertaking is a promising one. The importance of this 
advantage will be fully taken into consideration when dealing with the 
Indian economic problems. The method of creating syndicates is a 
remarkably good one for the distribution of risks. The total capital and 
•credit of the members of a syndicate is usually so large in comparison 
with the capital needed for the new company that the risk which accom- 
panies eveiy new undertaking is distributed to such an extent that the 
■first difficulties can be overcome without the fear that the founders will 
lose their patience even if they ii.ave to wait for u long time for the first 
profits. 
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(4) Judgment of credits — ^The most important point of banking is to 
judge the standing of the clients who appl}'^ for credit. The Continental 
system helps the management of a bank to a great extent to judge when 
'Credits should be given. The greatest clients of the big Continental banlvS 
are their own industrial undertakings. The standing of these undertakings 
3 s thoroughl}’- known to the controlling banljs. Further, through the help 
of their numerous undertakings the banks are in a position to receive 
.detailed information about external clients, as most of them are con- 
nected through their profession with one of the several undertakings of 
The bank. It is natural that an industrial undertaking can judge the 
standing of a client dealing in the same business line far better than a 
baniter. In this connection we may also point out that through their 
industrial concerns the banks have a constant clientele which is a sure 
basis for the extension of their commercial barddng business. 

(5) Spiritual capital. — The Continental system has the advantage that 
"through its concerns and groups the leading personalities of the economic 

hie are constantly in toucli with each other and so the proverb “Viribus 
Unitis" is utilised also in the spmtual sense. It is a well-known fact that 
an the banking line — as it requires no special technical loiowledge of 
industry — the experience and general intelligence of the leaders is even 
more important than the amount of the paid-up capital — as referred to 
above. 'Jhie constant meetings of the members of the concerns and groups 
is similar to the work of a Government Commission, and besides the daily 
xoutine, the general questions arc widely discussed. 


B. — Disadvantages. 

(1) Bisks of the mixed banking system. — We have referred to the fact 
that the Continental banking system has been accused of conducting its 
•busmess in a rather risky and speculative way. We have quoted Professor 
Peisser’s statement before the German Bank Enquiry Commission, regard- 
ing the accusation of investing the deposits in shares and syndicates. In 
the beginning of this century there were statements made in Germany, 
“that the deposits of the public were not safeguarded by the big banks and 
that special legal regulations were necessary. Some of these reformers 
went as far as to propose that only special deposit banks which are estab- 
lished and controlled by the State, should be permitted to receive deposits. 
The German Banking Enquiry Commission has undertaken the task of 
enquiring into this problem under the able Chairmanship of klr, Havenstein, 
Presinent of the “J)irectorium” of the Beichs Bank. The 6th question 
•on the question sheet of the above Commission dealt with these problems. 
U'he chief part of this question asks — 

“Does it seem warranted in the public interest (and upon what 
grounds?) to take care by way of legislation of the security 
and fluidity of the investment of deposits and savings?’’ 

The Commission, after discussing the above problem from every point 
-of view, has concluded that the disadvantages of the German banldng 
■system are not “so deeply rooted as to render it necessary to set fixed 
’limits by way of legislation, limits which are likely to put a restraint upon 
That freedom of movement which is, after all, indispensable to living 
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forces”. (See the concluding words of Privy Councillor Havenstein, page- 
799 of the Volume already quoted.) 

Professor Eeisser has summed up his opinion as under : — 

‘‘The thing upon which the whole case turns, is the honesty, 
trustworthiness and ability of the bank management”. (Ibid,, 
page 871.) 

We may add to the above that the War and the post- War times with 
their great financial, cuirency and exchange difficulties have proved that 
the management of the big Continental banlcs is in such hands, that 
although the system is very complicated, the banks are in a position to- 
safeguard Iha "interests of their clients, far better than any artificial! 
restrictions could. 

We udll revert to the above problem in connection with part HI 
(Eegulation of Banking) of the questionnaire of the Central Banking 
Enquiry Committee. 

(2) Fears of a banking monopoly in connection with the amalgamations- 
of British Banks . — The concentration movement in England — ^uffiich led' 
to the emerging of the Big Five — ^brought about the opinion that a money 
trust might be established. To discuss this problem, the Treasury Com- 
mittee on Banking Amalgamation was appointed by the Chancellor of the- 
Exchequer in klarch 1918. 

The report of the Committee states that against ‘‘the possible dangers 
some measure of Government control is essential”. 

The bill which was brought forward on the basis of this recommendation 
was withdrawn as the banks have entered into an agreement with 
Government that no further amalgamation will be made without the con- 
sent of the Treasury. (See ‘‘Foreign Banking Systems”, Willis and 
Beckhart, pages 1163-65 and 1239.) 

In this connection we may state that in the last year the two largest 
German banks have amalgamated (The Deutsche Bank and the Disconto- 
GeselJschaft) and that the public opinion was not -against it. 


Specul Baxks in the Ecrope-vn B.vnking System. 

The preceding cnapters have described the general features of the big 
European banks of the mixed type. We find that the name “mixed type” 
is a very expressive one, meaning that these banks can do every kind of 
business. On the other hand foreign students of European banking 
usually point out the existence and importance of “special banks”. We 
have not mentioned these special banks in the preceding chapters as their 
existence and working can be explained far better after the description of 
the banlvs of the mixed type. Such special banks are: — ^mortgage banks 
and banks for the finance of certain lines of industry. 

(1) Mortgage Banks . — ^As mentioned above, these banks grant loans 
against landed property and issue mortgage bonds on the basis of these 
loans. ^ Whether this business is done through the mortgage department 
of a big bank or through a special banlc, handling only this one line of busi- 
ness is practically the same, as the principle is unchanged. We shall’ 
discuss in the second part the problem — which of these two types is suit- 
able for India. Anyhow we have to point out that these special mortgage’ 
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tbanks are as a rule connected witli the big banks and mth international 
.groups. In some countries (Germany) the mortgage banks are controlled 
tby the State and are governed by special legal regulations. 

(2) Banks for financing special lines of industry. — These banks have 
no general importance to the student of European banking. This type 
of bank is usually founded by big banks to conduct a portion of their 
-industrial activities under a separate specialised form of building syndicates 
-for certain purposes. Such banks’^ are established, for instance, for the 
-.finance of railway companies, textile industry or motor car industry, etc. 

(3) Industrial hanks as described on pages 1 and 2. — We have to point 
-out that such industrial banks which are established to grant loans on long 
terms to industrial undertaldngs and are working individually, are not in 
.-existence in Europe and the few experiments which have been made in 
Europe have soon failed, similarly to the failure of the Tata Industrial 
Bank. 

It will be interesting to note that such a bank, called the “Central Bank 
■of the German Industry”, is now under liquidation before it has really 
•started its activities. This bank was established in Berlin in 1928 with 
‘the sole purpose of financing inldustrial undertakings, with a capital of 
120 lakhs, and her founders were different German State banks and 
private bankers. The idea was that this bank should issue bonds as much 
as ten times her capital and advance loans to industrial undertakings, on 
long terms against mortgage. We cannot go into the details of the 
failure of this bank, but wish to point out that its establishment 
•was absolutely artificial and that the big German banks were from the 
beginning against this unreasonable idea. 

The only conclusion that can be drawn of the history of the development 
'of European banking is that banking, just as any other part of the economic 
life, can only develop .and flourish through an organic growth and not 
through artificial aids. 


PAET II— THE INDIAN BANNING PBOBLEkl. 

The analysis of the Continental banking system makes it possible for us 
'to judge the Indian banking problem from quite a new point of view. 

(1) The Central Bank of Issue. — ^There is no doubt that before the estab- 
lishment of a Central Bank of issue no further development can take 
•place. The future Central Bank (or Reserve Bank) must have the sole right 
of note issue, must be entirely a Bankers’ Bank and must also give every 
facility for discounting bills. Whether the Central Bank should be a 
shareholders’ banlc or a State bank or of the mixed type is of minor im- 
portance from an economic point of view, and the importance of this pro- 
blem seems to lie entirely in certain legislative factors. 

(2) The Indian Joint Stock Banks. — ^The present development of the 
Indian joint stock. banks has reached such a stage, that out of the hundreds 
of banks which have been established in the last decade in India about 5 
Iiave successfully emerged and .about another 5 have managed to proceed 
along. Dozens and dozens have failed, many others have been liquidated 
and there are still many smalT banks just carrying along somehow. This 
•shows the same manner of development as Has been found all over the 
•world'. 
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Tte only possible solution of a further development is, that the exist- 
ing 5 10 big banks should extend their activities and increase their capital 

in order to raise their standing and to gain the confidence of the public, 
and so to obtain the role of the big banks in Europe. W'e have to- 
object strongly to the idea that new banks should be established as a 
new bank always means a great risk and as a rule out of many new banks 
only very few suiwive. 

The extension of the existing banks^ cannot be obtained through legis- 
lative measures, nor through certain recommendations ■ The only pos- 
sible way is, for the leaders of these banks to try and connect such promi- 
nent 2 Je'rsonaJUies with their bank, as is done in Europe, On the Board' 
of Directors in Europe w^e find the greatest names of the landed aristocracy, 
of late famous ministers or professors of Universities, leading politicians, 
captains of industry and representatives of foreign financial groups. As 
long as the Boards of the Indian joint stock banks do not show names- 
of similar standing the Indian banks Avill never have the same position 
and influence in their country ns the European banks. The method of 
procuring the service of such prominent directors will depend entirely on 
fhe impressing personality and skill of the lenders of the banks, as such 
connections can only be obtained through individual canvassing. If some 
of the banks succeed in having some of the most prominent men of India 
on the Board of their Directors, then these banks can gradually increase 
their capital. The public will surely sliow greater interest in buying the 
shares of a bank which has prominent directors. 'With the help of leading 
financiers, syndicates can be organised to guarantee the new issue. 

The second step should be the establishment of a network of branches. 
It is of the utmost importance that the existing banking institutions of 
the country should be utilised. During the amalgamations in Europe, the 
establishment of branch banking -was started, proving that the natural way 
of the extension of banking is to connect the existing local banks or bankers 
with the big banks. A new branch should only be established in places 
where no suitable existing institutions are to be found. It will often 
happen that the local banks or bankers will treat the extension of the big 
banlis with hostility, as they will be afraid that the time of high interests 
and large profits will be over. If a friendly arrangement is not possible, 
the strong but reasonable competition of the new branch bank will soon 
induce the local bankers to get in touch wnth it. It is of the utmost 
importance that the branches shall utilise, as far as possible the experience 
of the local bankers. A manager coming from the head office will find it 
rather difficult to handle the various local problems successfully, owing 
to the variety of languages and customs. 

It wall be preferable in the beginning to have joint managers j.e,, a 
local banker and a manager, who is sent out from the head office. A 
large amount of branches all over India wall enable superfluous capital \o 
flow^ to poorer parts of the country thus also giving a proper regulation to 
the I’ates of interest. 

Another step of the extension of the Indian joint stock banks must be 
a further participation in the finance of foreign trade. Wq are aw^are 
of the difficulties wffiich will arise through the starting of foreign exchange 
departments, but w’^e feel sure that these difficulties will not be greater, 
than those of the establishment and development of these banks. The 
establishment of a few' branches on the Continent, in England and in 
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America, and in towns which have a great export and import business with: 
India, might be considered after some time and also the establishment of 
friendly connections with the great financial groups of the world. 

There is no doubt that after the establishment of a Central Bank the- 
discounting of bills will be one of the most important business lines of 
the joint stock banks. 

With reference to paragraph 9 of part V of the questionnaire of the 
Central Banking Enquiry Committee, we have to point out that there is no 
need to-be afraid, that should discount possibilities exist in India a 
sufficient quantity of suitable bills will not be found.- We have to men- 
tion that some Continental importers have carried through the principle 
of allowing credit to dealers only if they accept a draft even when buying 
from stock. Several Indian dealers have objected in the beginning, but 
now they accept the drafts in order to obtain credit." Now-a-days, of 
course, there are very few commercial bills in circulation, for the simple 
reason that there is no demand for them. At the very moment when the- 
future Central Bank will re-discount bills, the joint stock banks will draw 
the attention of their bigger clients to the fact, that should they get drafts 
accepted when selling goods to their clients, a new resource of credit wiU 
be opened to them. The consequence will be that the wholesale dealers 
when selling goods to retail dealers will only allow credit against the ac- 
ceptance of drafts. 

(3) Industrial Finance . — The methods described in the first part as the 
industrial activities of the big continental banks, are carried out in India- 
through the big firms which act as managing agents. 

The existing big industrial undertakings in India were practically all 
created by firms whose activity of financing and controlling industry was 
covered by the plain name of Managing Agents. All the big cotton and’ 
jute mills, iron and steel works, 'tea gardens, collieries and the greater 
part of the electric supply companies and ligh-b railways, etc., were estab- 
lished and controlled by the Managing Agents. We can even go as far 
as to state the problem of industrial finance is far better solved in India- 
by the existing system, as in Great Britain. Certain minor disadvantages 
with which the managing agents have been accused are practically the 
same as the slight disadvantages of the Continental system, but its- 
advantages outweigh the disadvantages to such an extent that it can be 
safely stated that this system must in any case be accepted as the basis- 
of any further development of industrial finance in India. If a big firm, 
acting as a managing agent of several industries, has a department for 
commercial banking, then no difference between such an institution and’ 
a big Continental bank of the mixed type could be discovered. 

The future finance of big industries in India wll and shall remain in the- 
experienced hands of the managing agents, and there is no necessity to- 
establish "new” industrial banks! We will deal later on -with the 
finance of the smaller industries. We have stated on several occasions 
that actually the greatest drawback of the economic life in India is the 
fact that various economic units are isolated and that the advantages of 
the ■ co-operation of the different economic forces of the country cannot be 
fully utilised. If the development of the joint stock banks will proceed 
in the way described above we hope that there will be a close co-operation 
between the big banks and the various managing agencies and we 
see no difficulty — ^when the Indian banks will have larger capital — in- 
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‘introducing, later on, a -similar system of building sj'ndicates for new issues 
as in Europe. Of course, in India this development must come from 
the other — i.e., the industrial side, as the managing agents have in this 
country more experience in handling industrial undertakings than the 
banks — which are built up on the basis of the purely commercial bank, 
ing system — will ever have. There will be no difficulty for banks in 
.joining such syndicates with a relatively small part — Jth or ^^rd — of their 
capital. The advantages of such a system wll be, that the attention and 
the confidence of the public will be drawn far better towards tiie subscrip- 
tion of the new issues than throxigh the activities of company promoter-s. 
A closer co-operation of industry and finance will be of a great advantage 
to both. 

V (4) 'AgricvltHral credit . — The solution of the problem of agricultural 
. credit is far simpler than that of industrial finance. No other way of 
. agricultural finance is possible, except that special mortgage banks 'will 
have to be established or the existing banks will have to open mortgage 
' departments and that against the mortgage loans, debenture bonds will 
have to be issued and sold. As pointed out througlTOut our metnorandum 
we are very much against the establishment of '•‘now” hanks and. there- 
fore, we would recommend, for various reasons, that if po.ssible, the 
existing banks should open inortgnge departments. First of all, in the 
I near future India will not have enough hanking experts to be able to es- 
tablish a large network of branch offices of the commercial bank.s, and 
furthermore, to find the right men to manage now mortgage banks. 
Secondly, it will not be enough to have a few mortgage banks in the big 
centres, but the activity of these banks will have to be extended all over 
India. 

It seems, therefore, most unreasonable to recommend the establishment 
of new moiigagc banks with a separate network of branches, as wo feel 
sure that if a mortgage department is f.ttachod to the existing big joint 
stock banks, then the present and future organisation and branches of 
these banks will be able to deal far better with (he demands of the 
agricultural clients than to take the risk of the esf ablishmont of "new” 
banks. One must not forget, of course, that the possibility of agriculturnl 
and other mortgage loans is really the problem of an investment market 
which can take up tlio del)enlure bonds.’ AVe shall di.seu^.s tlie question 
of a proper money and investment market and Indi.a’s connections to 
foreign money markets, in the next chapter. The finance of sm.all in- 
dustries will possibly be taken up bv the morlg.age departments of the 
local branches of the big banks, as the finance of smaller industries might 
be far better based on mortgage loans than on nOiev possibilities. [Sec 
the description of the Japanese "Local Banks for Financing Industry and 
Agriculture, page 821” Parker Willis, cFc. These local banks have been 
amalgamated with the Central Institution! (Hypothec Bank of Japan) 
after 1021.] 

The handling of mortgage loans whether granted by special banks or 
by the mortgage departments of the existing joint stock banks, and the 
issue of debenture bonds, will’ have to Fe controlled by strict legal rcgu- 
lations. In Great Britain the finance of agriculture was entirely neglected. 
This problem was only discussed since tlie "Poport on Agiacultural Credit — 
Ministry of Agriculture and Fi^ieries (1026)'” was published, (See peg^s 
■ 1235-6 Parker Willis). 
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In. connection’ with the legislative' and organisation’ problems of agrioul-- 
tural and. mortgage credit and the issue of debenture bonds the present' 
situation on the Continent, America and Japan will have to be studied’.. 
We would be pleased' to submit a report on the above institutions- if required: 
by the Central Banking Enquiry Committee, 

(5) Money Marhet and Foreign, Conncciiona . — ^Very little can be said on 
the future of tlie Indian monej'^ market. Tt is a fact that there is no 
proper money market at present, but in. case the Indian banking, develops 
as expected, a corresponding money market will naturally follow- this 
development. A money market can neither be “established’’ nor orga- 
nised' nor can any suggestions be made for the improvement or extension 
of the present money market. A money market is not an institution, it 
can develop • only* as ' the consequence of the development of' the entire 
banking system. We have already stated above that' a certain necessity 
of linking up the future Indian banking system -with the various financial’ 
groups of. the world ^vill. arise. There will also be instances where it will 
be’ advisable' to place Indian shares, bonds, etc., on foreign markets; 
We are aware of the' fact; tha^ now-a-daj's there is In leading financial andi 
industrial circles of India a very strong objection against increasing the 
foreign liabilities and borrowings of this country. Although fully appre- 
ciating the opposite views, we have to point out that in ease the invest- 
ment market will not be strong enough to take up shares or bonds of Indian 
undertaking or agriculture, it will be advisable to place them in foreign 
markets, if possible, and not to lose the possibility of fostering industry 
and agriculture. ' Later on, if the investment habit gi-ows in India, these 
shares and bonds can alwa}’S be bought back. 

(6) Co-operation amongst Banks and Bankers (see para. Ija part V of 
the questionnaire ). — The greatest difficulty that we find at present is that 
there is no co-operation between banks, bankers and industries in India. 
We have pointed out that the greatest factor of the astonishing development 
of industry and finance in Europe was due to the friendly co-operation of the 
leading financiers and captains of industry all over Europe. Therefore, we 
can’ safely say that' artificial' associations will not' help much. ■V\T:at is 
really needed is “friendh'^’’ co-operation, based on personal friendship. 

As we are strongly against “new” institutions we suggest that as 
India has already a very well organised Federation of the Indian Chambers 
of Commerce, the Bankers’ Association should be organised as a depart- 
ment of the same. Trade, Tndustry and banking have to be strongly 
connected with each other to obtain an organic development. If the 
Indian Chambers of Commerce would have three departments accordingly, 
working in a close co-operation, we believe the result would be a very good 
one. 

(7) The Problem of State Aid — State aid, in connection with the solu- 
tion of banking problems, means a “direct helj)’’ of the State to certain 
(State-aided !) banks, 'by' subscribing their (or a part of their) capital or 
guaranteeing a cei'tain' dividend; as recommended by several authors in 
India. We have to emphasize that every direct State aid in connection 
Avith banking and industry is absolutely artificial, and one of its worst 
results— -even in case of success— is that the natural development of the 
economic life is changed. There is no doubt that the economic institutions 
of a nation can only be built up by talented leaders assisted by an army 
of strenuous workers. On the other hand indirect help, i.e., proper legal regu- 
lation, favourable to the essential demands of banking, (or industry) can ^ 
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do a lot of good. Although State aid is always artificial, the Japanese 
banking system -proves, that in the beginning of a decided policy to help 
the' development of banking and industry, a certain experiment of granting 
State aid might be undertaken, specially wdien fostering smaller industries 
ins the provinces. 

' Government departments cannot treat business matters in a business- 
like way, whereas managers of banks can judge far better the standing 
and prospects of industrial undertakings which require capital. VV'e feel 
sure that it is rather important to find a way for the natural development 
of such a banking system which wnll satisfy every financial need of the 
country, so as to avoid the State acting as a banker. 

Our above suggestions regarding the future of Indian banking show a 
natural way of development, which is contrary' to the artificial ideas of the 
establishment of various “new” banks. 

The natural development of Indian banking as described in our memo- 
randum enables the big banks of the country to be linked up with the 
indigenous bankers and various co-operative banks and societies. 


BANKING EDUCATION. 

I. 

Part rV, section 8, para. 2 of the questionnaire of the Central Banking 
Enquiry Committee invites replies to the following question: — 

“Do y(/u attribute the slow development of banking and specially branch 
banking to absence of trained men in India?” 

xUthough the above question is the last in the questionnaire .amongst 
those relating to education, it really is the most essential, and has to be 
decided, before going into the details of banking education. 

It can be safely laid down as a principle based on wide experience that 
there is very little connection beUveen the development of banking in a 
certain country, at a given period, and the existence or not of a specialised 
banldng education. This principle may be extended also to the relation of 
the development of industry, commerce and trade and education in genentl. 

Indian, as well as European and American experience, gives striking 
examples with regard to the above statement. But it has to be emphasized 
that economic, commercial or banking studies cannot and should not be 
compared with the study of scientific subjects, such as medicine, cnginGer- 
ing, chemistry', etc., for the simple reason, that there is no connection’ 
between the success of a banker and a merchant and his economic or com- 
mercial education, A successful engineer, surgeon, chemist, etc., must 
have a good theoretical foundation, whereas everybody knows of dozens of 
ex.amples of successful businessmen, who are entirely “self-made men" 
and most of these “self-made men” have enjoyed very little education in 
their youth, but have usually read and studied a lot" in their later days. 
Self-education, as a rule, matters far more than school education I 

In India, there are prominent e.xamples — without mentioning their 
names— of great business men who are leaders of famous industri.al con- 
cerns and who are well known to everybody in the country; they had very 
little or hardly any school education. ' 
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A striking example deserves notice in tiiij* connection and, can be 
specially observed in Calcutta. It is a well Imown fact, that during the 
last few decades the major portion of indigenous trade, commerce and 
industry has passed into the hands of Marwaris chiefly and Gujeratis and* 
tc a certain extent also into the hands of Parsis and Sindhis. Most of the 
Marwari and Gujerati business men, who come to Calcutta are absolutely 
uneducated, and, it is anteresting to observe how these merchants gradually 
pick up their knowledge of English and also, how they learn to read and 
write. The, success of these invaders is- so intensive that in the bazaars 
of Calcutta one can find many and many streets where there is not a 
single Bengali dealer. It has to be pointed out on the other hand that 
the thousands and .thousands of graduates of the various Universities are 
glad to accept any job, as a typist or clerk at a very low salary. Thus 
the uneducated Marwaris, etc., enjoy the profit of their successful business 
and the graduates of the' Universities, B. Com.’s or B.A.’s of economics are 
■working for very' low salaries without the slightest possibility of getting 
along. 

There is no doubt that the backwardness of Indian banking cannot 
he explained as a consequence of lack of education, but that development 
of banking depends entirely on a few talented men who are able to build 
up strong institutions, and to manage them successfully. 

klr. S. N. PochklianawaUa’s name may be mentioned in this connec- 
tion. 

The details of banking education in India and in Europe will be dealt 
with m the next section. 

The slow development of banking in India csinnot be connected with 
the question of education, and it is entirely due to different reasons. To 
discuss the real causes of the backwardness of banking in India is one 
of the most important subjects which -will come up before the Central 
Banliing Enquiry Committee. 


II. 

Comparing the question papers of the “Associate Examinations, 1929,” 
of tlie “Indian Institute of Bankers,” one has to emphasise, that 99 per 
cent, of European bank assistants, clerks, etc., on the Continent have 
never gone in for studies of economics and currency of the same high 
standing, and that, they could not answer questions relating to the econo- 
mics of their own country of a type, similar to those asked in this country. 

It is necessary to quote a few questions (the question papers may be 
seen on pages 67 — 96 of the “Journal” of “The Indian Institute of 
Bankers”, Volume I, No. 2, April 1930). 

“Describe briefly the provisions of the Bank of England Act of 1844. 
To what extent does the present system of note issue in England resemble 
and differ from the system established by that Act?” 

There is no doubt that 99 per cent, of French, German, Swiss, etc., 
bank employees could not answer a question relating to the history of the 
bank of issue of their own country and that they have very little or no 
knowledge of the legislation connected vdih note issue and currency. , 

V 2 
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Purther ; — 

“The rupee is a note printed on silver’’ explain this statement, Whafc 
was the position of the rupee in Indian Currency System in. 3892, 1914;, and!* 
1^17 ^ 

99^ per cent, of the average batik employees on the continent has not, 
the /slightest knowledge. oJE. the history, of the _ cu^encjr of his own country' 
and, tie may rise, to the rank of a managing 'director without the knowledge 
of . the theory and. history /of. cuirency. In 'fact, I personally know, several 
Ipgh^’ official^, in banks' in, various, countries In Europe/ — even managers- 
ot the fpreign exchange departnient amongst them — vi'ho ' never have 
s^tqdied econpmips, etc./ an^.iiaye started prpctipal work^as clerks in a hank, 
at/thp age , of, i7 or ' 18 ’after %ving, passed/ their matricfulation. 

. Another, question : — 

“Consider the case for, establishing, a Central, Eeserve Bank in, India. 
Do you favour the conversion of- the Imperial Bank of India into a Central 
Bescrve Bank?’’ 


It is peculiar, that young and inexperienced men should be asked to 
answer such questions. The decision of this problem is most difficult, and 
complicatedj and wll give many months of hard work to Governrhent, 
politicians and to economic experts of the highest standing. 

The educational facilities in Indian Universities relating to economics, 
banking, currency and commerce, etc., arc on a higher level at present 
than those in Central Europe, and the students w’ho luive passed sucy 
examinations will not have the slightest chance of utilising their loiowledgf^ 
even, if India already had. a most flourishing and extended Indian banking 
system. 


In this connection it has to be pointed out, that the knowledge acquire*^ 
by an engineer, chemist, doctor of medicine, etc., is of a practical us^ 
and he has to rely upon his studies every day, but a young man who afte’^ 
passing his examination as a B. Com. or a B.A. of economics wall suddenfJ'^ 
find when getting 'a job in a bank, that all he has to do for the next 1*^ 
or 15 years consists of mere clerical w'ork of a very low grade. In 
cases he will forget all the theories he has learnt in college in a very sho”*^ 
time, as he will have no chance to utilise them in his daily -work. 

The psychological effects have also to be menfioned: — 

A, young man studying the theories of economics, cuiTcncy, hankiii?' 
etc., will be very disappointed to find, that he has no use whatsoever 
the subjects, he hqs studied, a feeling w'hich will be very depressing. 

There are only very few men required in a country who really have 
chance to deal wdth higher problems of economics, banking and curren*^-'’ 
A few higher officials of the Einance Department only, Managing Govern®.^^ 
and Secretaries of the Eeserve Bank, leading politicians, who have to 
cuss questions of economic legislation and a few business men, wdio t'l ® 
part in the public life have such chances. 


It is entirely wu’ong — as has been showm above — to believe that banh.”l® 
will improve by giving thousands of young men such an education, wl”^^ 
they can never utilise in theii’ life. 

The future banlring' clerk should start practical work at the age 
or 18 and practically all the knowledge which he ,re.ally needs for his 
as a ftiture manager can he acquired by him only by w'orking in the 
departments of the bank. 
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In Europe some of the apprentices in the banks have passed onlj- their 
’anatriculation and have entered the service of the bank at the age of 17 or 
18 as stated above. Others again at the age of 15 or 16 go to a commer- 
' cial school and pass out approximately >at the age of 17 or 18 to start 
practical work. The subjects taught in these commercial schools are Of 
far lower standard than those which have been quoted from the question 
papers of the “Associate Examinations, 1929” in India. I have written 
fco some 'such commercial schools in Central Europe and have requested 
them to supply me y'ith their syllabus. 

The present educational system in India has been described as “top- 
heavy”. There is indeed no better word to characterise it. There are 
very few literate people in India amongst a population of 32 millions, but 
the proportion of students of higher subjects in relation to the number of 
peojile who can read and unite is astonishingly high in comparison with 
the proportion in Europe and is of absolutely no practical value. 

“I’hroughoufc the whole educational system there is waste and in- 
effectiveness.” (See page 345 of Sir Philip Hartog’s Committee’s Keport). 

It is not at all exaggerated to surmise without the exact knowledge of 
statistical data, that for instance in Calcutta alone there are more students 
of philosophy in the various colleges than all over Europe. 

And these very same students of philosophy later on are glad to get a 
job of a typist or of a clerk. 

If the present “top-heavy” system is changed into a more extensive 
aecondary education and not so many students go in for higher and let 
us say “useless” studies as to-day, only then can a better distribution of 
the, middle class be expected. 

A staff of banks recruited from* young men of 17 — ^18 years will show 
ia? better results than it does under the present system. 


ni. 

Para. 2 of section 4 of part TV of the questionnaire invites replies to the 
following question: — 

“Have you any suggestions to m'ake in regard to the grant of facilities 
for higher training outside India to bank probationers and bank assistants 
in India?” 

In connection with the above it has to be emphasised that the question 
regarding higher studies in foreign countries has also been dealt with in 
•every other country. Summing up the experience in this respect, one 
may state that now-a-days educational authorities agree that higher 
studies in foreign countries are effective only when such men are 
sent out who know their subject and their profession very well, both 
theoretically and practically, and who Imow also the language of the res- 
pective foreign countries fairly well. -It is agr'^ed generally, that it is of 
very little use to send quite young men, who have not even passed their 
hnal .examinations in their. own country, to foreign countries. 

Eegarding higher studies of banking in foreign countries, only such men 
should go to study foreign banking systems, who hc^e already a fev/ years 
of successful practical work behind them, who have gathered experience 
in every line of banking,' who knbw thoroughly every 'detail of'th'6 Indian 
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baiikins systein, and wlio know, noi only tke langauge of tne countries' 
ihev are intending to visit but have also read sorn'etking about the economic 
and*” banking system of these countries. Such studies undertaken during 
“study leave’’ will have most probably very good results and will help 
to train future managers and directors of banks to judge banking and 
financial question from broad views. 

As the banldng system of India is built upon the British system it would 
be of great advantage to the future of banking if some of the talented and 
ambitious members of the younger generation would visit Europe, America 
and Japan and study the banking organisations of these coxmtries. 


EXPLANATION OF THE EEPOET OF THE BOAED OF DIEEGTOES 
OF THE HUNGAEIAN GENEEAL CEEDIT BANK FOE THE 
TEAE 1929. 

In order to elucidate the theoretical description of the big Continental 
hanks from the practical side a fairly good example may be found in the 
Hungarian General Credit Bank, Budapest, as this bank deals with aH 
possible business lines as described in the memorandum. 


I. — The Board op Bieectors. 

First of all, the Board of Directors deseiwes notice. It consists of Iff 
Hungarian, one British, four French, one German, one Dutch and four 
Austrian members. It is interesting to state that amongst the 
Directors there are nine aristocrats (Counts and Barons), two former 
Cabinet Ministers, five members of the Upper House of Parliament, six 
landed proprietors, one Professor of the University, sixteen bankers and 
financiers, five representatives of various industrinl undertakings and one 
merchant. This variety of nationalities, positions and professions has 
a value which gives a very strong foundation to the bank. The various 
Directors represent financial groups of great power and capacity. The 
shares of the bank are quoted on the London, Berlin, Frankfort, Hamburg, 
Vienna and Budapest Stock Exchanges. 

II. — Business Lines. 

The bank deals with the following business lines: — 

Savings, cuirent accounts, deposits, securities, foreign exchanges, 
credits, discounts, mortgages, goods, cereals, coal, sugar, 
wool, insurance, 

loans for States, Provinces, municipalities and railways, etc., 
industrial undertakings. 

Besides its branches and affiliations in Hungary, the bank controls 
various banks in Yugoslavia, Czechoslovakia, Bulgaria, Poland and even 
one in Fx’anee. 

isjnterested financially to a considerable extent, in the following 
undertakings: — 

. 8 mines and brick factories, 

8 machines factories and metal industrial undertakings', 
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11 sugar refineries, flour mills and provision undertaldngs, 

10 textile industrial undertakings, and 

11 sundry undertakings. 

As described in the memorandum the participation of the bank in the 
various industrial undertakings is changing yearly. 


III. — Analysis of the Balance-Sheet, 

\ 

(a) LiabiliHes. 

The first item of the liabilities which has to be examined is the capital 
of the bank, which amounts to — 

Pengoes 64,503,232. 

One rupee being equal to 2 Pengoes, the capital amounts to — 

3 crores and 224 lakhs of rupees. 

The above amount has been an-ived at as being the sum of the share 
capital, capital reserve, ordinary reserve fund, and depreciation reserve 
fund. 

The total capital will be examined later on in various connections, but 
it is advisable to describe first the various important items of the liabilitieB 
and assets. 

The pension and relief funds can be neglected, as these two i^-ems arc 
mentioned amongst the liabilities as well as under the assets and thus they 
are balanced. 

The bank owes — 

Pengoes 346,043,983 — (17 crores, 30 lakhs of rupees) 
to its creditors, and it is of utmost importance to mention that a consider- 
able part of this amount consists of foreign credits. 

The next two items, i.e., “mortgage loans allotted” and “outstanding 
mortgage bonds” will be explained later on, in connection with “mort- 
gage loans” under “assets”. 

“Unclaimed dividends” and “transitory accounts” are of no great 
importance. The item “guarantees and other obligations” is counter- 
balanced by the same amount on the other side of the balance sheet. 

The net profits for the year 1929 have amounted to — 

Pengoes 7,496,453 — (approx. 374 lakhs of rupees) out of which the 
bank paid 5| Pengoes (Es. 2-12-0) total dividend per share 
of 50 Pengoes (Es. 25) for the year 1929, i.e., 11 per cent, 
on the nominal value. The quotation of the share on the 
Budapest Stock Exchange is Pengoes 68 thus the dhidend 
amounts to 8 per cent, on the actual value of the share at 
present. 


(b) Assets. 

Turning to the assets the question of liquidity arises in connection wifcK 
cash reserves, etc. From this point of view the first four items, i.e ., — 

(1) Cash, 

(2) Balance on clearing accounts, 
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(3) Deposits with banks and bankers, and 

(4) Bills discounted, 

have to be added, as these items practically represent ready money: the 
bills can be rediscounted at any moment at the ‘‘Hungarian 
National Bank”, which is the Hungarian Central Bank of Issue. The sum 
total of the above four items amounts to — 

Pengoes 136,337,255 — f6 crores and 76 lakhs of rupees). 

This amount, compared with tlie item "creditors under liabilities”, 
proves that the bank has a liquidity of nearlj'' 40 per cent., i.c,, if the 
creditors withdrew 40 per cent, of their total deposits, the bank could 
meet this demand more or less in a day. 

The various debtors owe the bank — 

Pengoes 199,113,252 — (nearly 10 crores of rupees). 

The next items show the amount of invested capital ("loeked-up”) 
V'hich cannot be easily changed into cash: — 

(1) Government bonds, public loans and other securities. 

(2) Investments in banking companies and other undertakings, 

(3) Goods in stock, 

(4) Peal estate, and further 

,(5) a portion of the item "mortgage loans”. 

This last item needs a few words of explanation. Against all mortgage 
loans, as a rule mortgage bonds are issued. "When the bank gi’anted 
these loans its intention was to issue bonds and to place them on the 
"Western money markets, but before it had closed this business with its 
"'•V'estern business friends, the Hungarian Government decided that against 
all the mortgage loans issued by the various Hungarian banks, only one 
type of bonds should be issued. The above decision has been arrived at 
on the understanding that it is better to offer only a single type cf bonds 
to the Western money markets, than to allow various banks to compete 
at the same time in offering their mortgage bonds in foreign countries. 
The balance sheet shows that out of mortgage loans amounting to — 

Pengoes 43,447,999 — (2 crores, 17 lakhs of rupees) mortgage bonds 
amounting only to — 

Pengoes 18,r90,923 — (90 lakhs of rupees) have been issued and 
furthermore that mortgage loans amounting to — 

Pengoes 12,367,495 — (614 lakhs of rupees) have been .allotted to 
various foreign creditors. According to the above only — 

Pengoes 30,558,418 — (1 crore and 52J lakhs of rupees) i.c,, the sum 
total of the items “outstanding mortgage bonds” and 
"mortgage loans allotted” has been granted to the clients 
taking mortgage loans out of such funds which can be called 
"long term deposits” and the balance, i.c., 

Pengoes 12,889,581 — (64 lakhs of rupees) have been granted from 
. - short loans and will, therefore, have to be added to the 

.•‘Tocked-up capital”. 

The sum total of the capital which is actually locked-up is,: 
Pengoes 84,815,846 — (4 crores and 24 lakhs of rupees). 
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The above sum compared with the capital of the bank seems to be 
'Very high, but as it will be explained below, a bank enjoying the inter- 
uiational connections of the standing of the Hungarian General Credit 
^ Bank can conduct its business safely even in this way without fearing the 
-consequences of such a policy, which would have disastrous results in the 
'Case of a smaller and isolated bank. 

The item “guarantee funds”, “equipment” can be neglected. 


Conclusions . 


To arrive” at a final judgment regarding the business policy of the bank, 
'the following five figures deserve notice : — 


3. Capital 

2. Creditors 

3. Debtors 

4. Cash and bills discounted 

5. Invested (locked up) 


Pengoes 04,503,232 
„ 346,043,983 

„ 199,113,252 

„ 135,337,255 

„ 84,815,846 


In comparison with the big English banks, it is interesting to state 
•that the bank has a paid-up capital which is relatively high in comparison 
•n'ith the amount which it owes to its creditors, i.e., 18 per cent. This pro- 
portion in the case of the Midland Banlv Limited, London, is only apprcxi- 
•mafcely 7 per cent. 

To characterise the work of the bank, the following calculations give 
-a good explanation: — 

The total deposits of the bank — ^the item “creditors” may be described 
as deposits — are: — 

Pengoes 346,043,983. 

The question is, how has the banlv utilised this amount? 

'To answer the above question the following item’s have to be added : — 

Cash and bills discounted .... Pengoes 135,337,255 

Debtors „ 199,113,262 

Total . „ 334,450,507 


The deduction of tliis sum total from the deposits shows a discrepancy 

iOf: — 

Pengoes 11,593,476. 

It is evident that this amount has been invested under the items which 
have been summed up as “locked-up capital”. 

The addition of this amount and of the capital of the bank gives the 
total of: — 

Pengoes 76,096,708. 

whereas the amount “locked-up” is: — 

Pengoes 84,815,846. 



314 


Tlie dif¥erenee: — 

Pengoes 8,719,138 

is a secret capital reserve, which in fact is far higher than indicated by the 
above figure, as all the investments have been valuated very carefully and 
have been estimated far under their market value. The chief point which 
can be raised when criticising the balance sheet is undoubtedly the fact 
that 

Pengoes 11,693,496 

out of the deposits have been locked up in investm'ents. From the point 
of view of a British commercial banker, the above figure needs some ex- 
planation, as it may be found peculiar that a bank should Tock-up short 
term loans in investments. It may be remembered that, when describing 
the mortgage business of the bank, it has been mentioned that the bank 
has not issued mortgage bonds to the full extent of the amount of mortgage 
loans issued to its clients, on account of an instruction received from the 
Hungarian Government. This accoimts for the above fact, which can be 
safely regarded as a temporary event only. Furthermore, it has to be 
remembered that a portion of the “deposits” of the bank consists of foreign 
loans, received from foreign financial groups and that the representatives 
of these groups are directors of the banlc. 

Taking the above into consideration the “locking-up” of a part of the 
deposits in investments or long term loans does not seem to be incompre- 
hensible any longer and it has been done, most probably with the consent 
of the foreign directors. 

Before the War the Continental banljs had not “lockcd-up” their 
entire capital; this has been described in my statement of evidence. 
Dr. Eiesser — as quoted in the statement — ^has proved that on the average 
only one-third of the capital of the German banks had been invested in 
syndicate operations in 1908. 

The situation in Europe after the War being somewhat changed, the 
banks were often compelled to take over shares of undertakings which 
were unable to repay loans. Furthennore, the slump on the stock e.vchange 
has forced them to take up more shares than w'as usually done before the 
War. The Continental big banks — as described in my statement of 
evidence — are the leaders of the industrial undertakings, the m'asters of 
the stock exchange and also the supplies of agricultural credit and they 
arc, therefore, to a certain amount responsible for the quotations on the 
stock exchange. The big Continental banlcs, through their activities, Jiave 
fostered industiy, trade and agriculture, to on extent unlcnown to British 
banks, and’ the Hungarian General Credit Bonk may be called without ex- 
aggeration the patron of Hungarian production industry and agriculture. 
The fact that it^ has invested its entire capital for the sake of developing 
industry and agriculture cannot be called a sign of weakness or described 
as an incorrect business policy, as it has been done with the consent of 
the Board of Directors on which are represented leadirrg financiers of every 
important part of Europe. 
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APPENDIX. 

HUNGARIAN GENERAL CREDIT BANE. 

•EEPOET OF THE BOARD OF DIRECTORS FOR THE' SIXTY- 

SECOND BUSINESS YEAR. 

(January 1 — December 31, 1929.) 

BOARD OF DIRECTORS : 

Chairman : 

Baron John Harkanyi, P.C., (Hungarran), former Minister of C'om- 
merce, Member of tbe Upper House of Parliament, Landed' 
Proprietor. 


Vice-Chairmen : 

Count Joseph Mailath, P.C., (Hungarian), Landed Proprietor 

Louis he Neorath, (Austrian), Chief Managing Director of the- 
Austrian Society of Credit for Commerce and Industry, Vienna, 


Members ; 

Count Alexander Andrassy, P.C., (Hungarian), Landed Proprietor. 

Dr. Ferdinand Baumgarten, (Hungarian), University Professor, 
Chairman of the Union des Fabriques de Ciment de Beocsin. 
S.A. 

Pierre Cheysson, (French), Administrateur Delegue of the Union 
Europeenne Industrielle et Financiere, Paris. 

Lord Churston, M.V.O., O.B.E., (British"). 

Count Anthony Cziraky, P.C., (Hungarian), Knight of the Golden 
Fleece, Landed Proprietor. 

Dr. Maurice de Domony, (Hungarian), Ministerial Councillor. 
General Manager of the Royal Hungarian River and Sea 
Navigation Co., Limited. 

Dr. Aurelius de Egry, (Hungarian), Member of the Upper House 
of Parliament, Aulic Councillor, Solicitor. 

Dr. Paul Haabierschlag, (Austrian), Member of the Board of tho 
Austrian Society of Credit for Commerce and Industry, 
Vienna. 

Elemer de Horvath, (Hungarian), Landed Proprietor, former 
Managing Director of the Hungarian General Creditbanlc. 

Julius Klein, (Hungarian), fomrer Managing Director of the 
Hungarian General Creditbank. 

Baron Paul Kornfeld, (Hungarian), Administrateur Delegue of the 
Hungarian General Creditbank. 

Geza Kovacs, (Hungarian), Managing Director of the Hungarian 
General Creditbank. 
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JEsiil Ivux, (Austrian), of Messrs. iKux Blocn & Co., Vienna. 

IxG, Louis Liox, (French), Member of the Board of the ‘Banqua 
de rUnion Parisienne, Paris. 

J'1{.A.XCIS DE Palugyay, (Hungarian), Chairman of the Board cf 
Palugyay & Sons, Ltd. 

Aeuard Pierson, (Dutch), of Alessrs. Pierson & Co., Amsterdam. 

B.aron Louis Eothschild, (Austrian), of S. M. V. Eothschild, 
Vienna. 

Elij.ah Eusso, (Hungarian), Chairman of the First Hungarian Eice 
Mill and Eice-Starch Manufacturing Co., Ltd. 

•Count Arjiand de Saint- Sauve’ur, (French), General Manager of 
Messrs. Schneider & Cie., Paris. 

•Joseph Theodore Salamon, (Hungarian), Managing Director of the 
Hungarian General CTeditbank. 

Dr. Tibor de Scitovszky, (Hungarian), former Minister of Foreign 
Affairs, Member of the Upper House of Parliament, General 
Manager ot the Hungarian General Creditbank. 

Alexander de Strasser, (Hungarian), Landed Proprietor. 

B.aron George Ulliiann, (Hungarian), Managing Director of the 
Hungarian General Creditbank. 

Eugene Vida, (Hungarian), Member of the Upper House of Parlia- 
ment, Vice-Chairm'an and General Manager of the Hungarian 
General Colliery Co., Ltd. 

Max M. Warburg, (German), of Messrs. M. M. Warburg & Co., 
Hamburg. 

Col. Ernest Weyl, (French), Administrateur Delegue of the Sooiete 
Generale d’Entreprises, Paris. 

Quotation of our Shares on the London Stock Exchange, 

In our last year’s Eeport we noted that certificates for 175,000 of our 
-shares had been presented for quotation on the London Stock Exchange. 
■Quite recently the quotations of these certificates were officially registered 
in the Stock Exchange Official List by order of the Committee, so that 
ut present our shares are being quoted officially — apart from the Budapest 
Exchange — on the Vienna, Berlin, Franldo'rt, Hamburg and London 
Exchanges. 


Business Results. 


Proceeding to deal with the business results for the year under review, 
we beg to submit the accounts for the business year 1929', the same showing 
-net profits amounting to 7,496,453 Pengo 12 f., as against 7,446,928 Pengo 
■64 -f. for the year 1928. The profits shown do not include the earnings of 
•our foreign branches. 


Savhigs and Current Accouni Deposits. 

'■'■ As cbmpared with tlie' flgiires for December 81st, 1928,' "the amount of 
-savings deposits entrusted to the custody, of the Ih^ti'feute show an' increase 



of roughly 8 per-' cent., that of current; and cheque account, deposits an-, 
advance of* 16' iper- cent. , whereas, the; amoupti of; the. itepa- sundry creditor 
shows a dechne ot 13^ per cent. The totali amount, ot capita), entrusted, to 
the keeping ot the Institute, at the end off the- year undeipreyiew; aggregated- 
altogether. 346}043-i 983; Bengo 54 f. 

Securities and Foreign Exchanger. Business. 

As a, consequencei ofr'the, development: oh thoj ecoppoaic, situation , in-, 
general; and! ofJ the situation, of the, money rnajket in^ particular,, dealt, 'vvithi 
ihi detail' in- the. introductory, section, of; the, present, report,, the., turnpv.erf 
effected: hy , our. .stock, exchange; department; last year uf-as, very restricted,, 
the- result being- that the yield- of the. business done by this, department, 
shows, a decline; as compared , with that of previous, years. 

The syndicate established- by. the Budapest banking companies! for- the; 
pxnpose of preventing excessive oscillations of quotations on the exchanger-^, 
in. which syndicate our. Institute plays, an active part — proved.strong.enough, 
to; fulfil: this itiask. Apart from; the .loss involved by talring over a, small, lot, 
cf,- shares.-heldt.by a. priv.ateibanking .house which had become insolvent, (a, 
banking-house with; which, we were not connected), this temporary combine-, 
has so if ar mot been compelled to .make any noteworthy sacrifices. 

Our foreign exchanges department - last year too displayed, a lively 
activity, both in transacting operations in connection with foreign trade and 
exploiting foreign exchange arbitrage business possibilities. 

Credit BusincsSj Discounts. 

[. . The Institute) has, at all times considered itself bound to assist to the- 
hest.of its., ability in the. work of, satisfying the legitimate demands for credit* 
of . the economic, factors of the country. This consideration guided, us- 
during the year under review loo, when our private enteiprise had to contend 
with an exceptionally grave crisis. We endeavoured further to place our- 
resources, as far as possible at the disposal, not only of undertakings closely 
connected with our concern, but of industry in general, and to meet the re- 
quirements, of agriculture and of comnaerce likewise, lest the crisis should 
be aggravated' by the withdrawal of credits. This activity of ours, in the- 
exercise of which we proceed.ed:with the utmost caution, last year — in parti- 
cular as a result of the difficulties with -w’-hich commerce had to contend-^ 
was accompanied by greater risks than usual, for which reason we. consi- 
dered it advisable to wi’ite off the amount of 390'809 pengo 62 f. for eventual' , 
losses on our outstanding claims, which amount figures under this head 
in the accounts now submitted to you. This sum, fixed by us with due 
regard for all eventualities represents only quite an insignificant fraction: 
of the turnover of our discount, business within the last year. 

Our discount business shows a further advance. 

■ Mortgage Business. , ' 

' iJuring the year under review qur niort.gage huriness could ' be • carried 
On only on a very restricted scale. Oudng to the well-known unfavourable • 
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conditions prevailing in the international capital markets, the difficulties 
attending- the placing of mortgage bonds in foreign countries increased enor- 
mously, transactions of the kind becoming in the end practically impossible. 
The negotiations initiated by our Ministry of Finance with regard to the cen- 
tralisation of the issue of mortgage bonds were continued^ during the first 
half of the year; and in view of these negotiations the institutes issuing 
m'ortgage bonds had naturally to refrain from attempting independent issues 
with the aid of their correspondents. • 

Although the institutes issuing mortgage bonds endeavoured to further 
ihe realisation of the centralisation scheme, even though this solution would 
have entailed, not only a considerable material sacrifice for them, but also 
the restriction of their 'business independence, the action initiated by the 
Ministry of Finance has unfortunately so far led to no results, since owing 
to 'the protraction of the negotiations, lasting nearly a whole year, the 
am-eement on essential questions of principle fell already within the period 
in which the New York Exchange showed a reserve in respect of investment 
securities. 

From’ the point of view of the mortgage business it would be highly^ 
advantageous if the Ministry of Finance could adopt a definitive attitude 
as soon as possible in 'favour either of 'centralisation or of a maintenance of 
the system of unrestricted competition; for otherwise it is to be feared that 
the failure to settle this question may once more frustrate the exploitation 
of any favourable change that may ensue in the situation of the foreign 
money markets. 

During the business year under review we granted amortisement mort- 
gage loans redeemable by means of an accumulative sinldng fund of the 
nominal value of $427,642, — ^415.442 being secured by mortgages on agri- 
cultural property and $12,200 by mortgages on town property. 

The amount still outstanding on December 31st, 1929, — after taking 
into account all regular sinking fund and extraordinary repayments — aggre- 
gated $7,623,793’53, the proportion of this amount secured by mortgages on 
agricultural property being $6,782,721'06, and that secured by mortgages 
on town property $841, 072 ’47. 

Out of these loans the sum of $2,170,116-79 was allotted to- the banks 
co-operative society for the issuing of mortgage bonds. Despite the slow- 
ness of the process of accumulation of capital and the great shortage of 
capital, we succeeded in placing with our custom'ers several further import- 
ant lots of mortgage bonds, these deals increasing the value of our mortgage 
bonds in circulation from $1,395,000110 $3,191,950. 

During the year we had our seven-and-a-half per cent, gold dollar bonds 
too registered on the Budapest Stock Exchange. 


Goods Department. 

. During the second half of the year under review there was a reccwery 
in the corn export trade, the result being that our com department too dis- 
play^ a brisker export activity than in the previous year, the bulk of the 
e^orts l^ing despatched to the more distant countries of Western and 
u-asuern Europe. There were still obstacles hindering the development of 
our -export trade to the neighbouring States, The turnover having been 
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on. B large scale, the results obtained by our corn department were better 
than those recorded for the year 1928. 

The consumption of sugar was of the same volume as in the previous 
vear, the yield of the inland business being, therefore, also on the level of 
"l928. Our export business was lively and on a very large scale; however, 
the vield of this branch was unfavourably influenced by the declining ten- 
dency of the world m'arket prices. 

The turnover of our coal department was in excess of that of the pre- 
vious year, and the' results obtained were satisfactory. 

Though the yield of its operations during 1929 shows a shght advance 
on the results of the previous year, the business activity of our wool depart- 
ment still continues to be unsatisfactory. 


.Insurance Department. 

In order to provide the undertakings belonging to our concern as well 
as our customers with an organisation for advice, control and records, early 
this year we established a special insurance department. 

Budapest Branches, 

The sphere of activities of our Budapest branches was further expanded 
during the year under review; and there was an advance of turnover in 
every branch of their business. The results obtained were very satisfactory. 

Last year, after a long interval, we once more extended our network of 
local branches, opening a new branch in Jozsef-korut in October. Our city 
branch has been transferred from its premises in Egyetem-ter to a busier site 
in Calvin-ter. 


Provincial and other tranches . 

Our 12 provincial branches had a very considerable turnover in 1929 
toe, the results obtained being very satisfactory. 

We co-operated, either direct through our branches or indirect by means 
of credit placed at the disposal of the 'provincial banks belonging to our 
concern, in the work of supplying the demands of the provinces for credit 
on as reasonable term's as possible, and in remedving the by no means always 
unjustfiable complaints made by debtors respecting the exaction of exorbitant 
rates of interest. 

At the end of the year xmder review the National Bank of Bumania 
restored to our Eumanian branches the authorisation to deal in foreign 
exchanges which had been previously withdrawn, thus enabling them to do 
business also in this branch of banldng. In other respects the operations 
of these branches were on the scale of the previous year. The results 
obtained were very satisfactory. 

There has not been any relief of the economic standstill prevailing in 
Fiume ; and as a consequence of the great stagnation the results obtained by 
our Eiume branch last year too failed to reach the desired level. 

During the year under review not much pi’ogress was made with the 
liquidation of our Kassa (Kosice) and Bozsony (Bratislava) branches — that 
liquidation being confined to the settlement of a few items still under 
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Htieation and to other, items subject to the provisions of inter-Stato con-, 
ventions, which are to be eventually settled by ihe respective competent 
authorities; the main obstacle of the definite liquidation- being that, the- 
HungarianrGzech Convention, has not, yet come into force.. 


Beal Estate. 

The advance in the amount of real estate — an advance of some 37,000; 
pengoes on that recorded under the same head last year — is dhe to. out- 
having purchased' a few small'items of^real estate. 


Personal Expenditure. 

The number of the staff recorded’ at' the end of the year shows no change- 
as compared with the previous year; for in engaging new employees, partly 
to replace others and partly to" supplement the youngest category of our 
staff; we have not exceeded the limits by the reduction due to natural causes. 

The amount of personal expenditure is still materially in excess of the 
level recorded for the last year of the preAVar period ; however, this is to be 
attributed, not so much to the increase of our staff resulting from the con- 
siderable development of business and the expansion of the network of our 
branches, as to the shifting within the various categories of the staff. For,, 
whereas in the years immediately preceding the outbreak of the Great War 
the mighty advance in the volume of our current business was accompanied 
by a- rapid increase in the number of our employees, so that in 1913 the 
majority of those employees were still members of the younger categories, 
to-day, as a result of the conditions brought into being by the War and'the 
years immediately following the War and of the forced reduction of the 
staff — affecting for social reasons primarily the younger generations — , the 
cider generation is represented in so strikingly disproportionate a ratio that, 
whereas in 1913 61 per cent, of our officials were young men below 28 years 
of age, and' 5T per cent, were receiving salaries of less than 2,600 gold 
crowns a year, to-day these categories represent only 16 per cent, .and 13 per 
cent, respectively, while nearly one half (49 per cent.) of the tjfficials are 
between 28- and 38 years of - age. This anomalous situation cannot be r.ndi- 
cally remedied excepti by the natural process of time. 


General Expenditure. 

The increase in the amount of the general expenditime ns compared with 
the figures for 1928 is to be attributed mainly to the fact that the inland 
revenue authorities assessed the rent of the premises- of oiu* head office — 
which rent serves as a basis for the computation of our house taxes — at a 
figure in excess of that previously established, though partly also to the 
extraordinary expenditure involved by the establishment ‘of our new 
Budapest, branch and by the removal of our city branch. 

The installation of the automatic telephone equipment in our head office 
piemises was completed during the year under review by the firm 
;^ricsson'’ Hungarian Electricity Co., Ltd., (formerly Deckerfc and 
Hqmolka) belonging to our concern. The ad-vantages, of the new systerq 
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have even in the short time of its being in use already m'anifested them- 
selves fully, alike in the acceleration of the connections and in the saving 
of working expenses. 


Taxes and Dues. 

As compared with the previous year, the amount of taxes and dues shows 
an increase, from 1,999,309 Pengo of f. to 2,322,463 Pengo 42 f., the differ- 
ence being due to the additional company and income-taxes payable on the 
increased profits for the business j'ear 1928 and to the increase of the 
amount charged under the head of house rent tax. 


Coupon Service of Budapest Municipal Bonds {1914 issue). 

Our Institute has been charged with the management of the coupon 
service of the Budapest Municipal four-and-a-half per cent. Bonds (1914 
issue), subject to the provisions of the so-called Ostende Convention, the 
payment of the coupons to commence on January 1st, 1930. 


Credit Transactions. 

In another section of the present report we referred to the fact that 
owing to the situation prevailing in the foreign capital markets only a very 
small amount of long term loans could be placed abroad last year. With 
a view to alleviate the shortage of capital of our agriculture particular im- 
portance attaches to the discounting (6 months and 1 year respectively before 
maturity) of the second instalment due on January 15th, 1930 and of the 
third instalment due on January 15th, 1931 of the loan granted by the 
Swedish Match Trust for the purpose of financing the land reform! scheme. 
This credit transaction including an advance made on the third instalment — 
prior to its discounting — ^has resulted in foreign capital of the value of seme 
143 million Pengo being placed at the disposal of the inland market; it was 
effected with the co-operation of our Institute by the banldng house Messrs. 
N. M. Eothschild & Sons, of London. ^ 

As is well known, the Eoyal Hungarian State Eailways propose to take 
nip a large investments loan for the purpose of renewing and modernising the 
equipment of the railways. In order to start without delay the investments 
so important inasmuch as affording our industry employment, and to avoid 
the necessity of postponing the placing of the orders involved until the situa- 
tion prevailing in the international capital market renders it possible to take 
up the loan in question abroad, >at the beginning of the current year, jointly 
v/ith the Hungarian Commercial Bank of Pest, our Institute placed an 
advance of $5,250,000 at the disposal of the Eoyal Hungarian State Eailways, 
the same to be repaid out of the long term loan to be negotiated later. 

We also co-operated in meeting the requirements of certain provincial 
towns for short term credit. 

Through the agency of our foreign correspondents we participated in a 
few foreign issues too. 

The negotiations carried on by the Direction der Disconto-Gesellschaft, of 
Berlin, with regard to the claims, dating from: the year 1915, of our syndi- 
cate against the Bulgarian Treasury, were successfully concluded. The sum 
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thus allotted to the syndicate has been received partly in cash and partly in 
IVeasury hills. 

The development of the course of business of the Iteimes Hunj^anan 
General Exchange Office Co., Ltd., was furthered by the continued increase 
in the amount of savings and current account deposits, and the Institute s 
operations during the business year 1928-29 yielded gratifying results, an 
issue to which the satisfactory activity of the undertakings m which this 
institute is financially interested also coniributed. 

During the year under review the network of provincial banldng institutes 
belonging to our concern was further extended by the absorption of the 
Economic Bank Ltd., of Hodmczovasarhely. 

The above bank, as also the other provincial banking institutes belonging 
to our sphere of interests, operated last year too in general with very favour- 
able results; some of these institutes with our co-operation effected an in- 
crease of their share capital. 

These provincial banking institutes arc the following; — 

Agricultural Savings & Creditbank Ltd., Szombathely, 

Abauj-Szanto Savings Bank Ltd., 

Balassagyarmat Savings Bank, 

Bekesesaba Savings Bank Association, 

Commercial Bank Ltd., Sarospatak, 

County of Ivomarom Credit Bank Ltd., Komarom, 

County of Veszprem Savings Bank Ltd., Vcszprenx, 

County of Zala Agi'icultural Savings Bank Ltd., Nagyknnizsa, 

Credit Institute for Agriculture & Commerce Ltd., Kisvarda, 

Czegled Joint Industrial, Commercial k National Bank Ltd., 

General Commercial Bank Ltd., Debrecen, 

Gyongyos Savings Bank Association, 

Papa Credit Bank Ltd., 

Szeged Commercial & Industrial Bonk, 

Tisza-District Credit Institute & Savings Bank Ltd., Szolnok, 
Transdanubian Bank & Savings Bank Ltd., Kaposvar. 

The reorganisation of the Creation General Creditbank carried out at 
tke end of 1928 made its beneficial effect felt the very first year; and 'the 
results Obtained in every respect fulfilled expectations,' — so much so, indeed, 
that the Institute will be able to resume the payment of dividends for the 
year under review. 

The 1929 opei'ations of the General Creditbank Co., Ltd., of Subotica 
(Bzabadka), developing constantly, produced favourable results. 

The Slovak General Creditbank Ltd., Bratislava (Pozsony) will not pay 
any dividend for the past year either. 

The sphere of business of the Country Bank of Bosnia and Hercegovina, 
of Serajevo, was further extended during the year under review; however, 
the constant declining tendency of rates of interest prevailing in Yugoslavia 
^ce ^ore exercised a consid.erable effect upon the business results obtained. 

■>0 dividend to be allotted will probably bo the same as in the nrevious 
year, viz., 14 per cent. 
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Durirj-' tlie year uuder review tlie Balkan Bank of Sofia, amalgamated 
wiih the Banque Franco-Beige de Bulgarie, the two institutes carrying on 
joint operations under the style of Banque Franco-Beige et Balkanique. The 
•expansion by amalgamation has put this undertaking at the head of the 
banking concerns of Bulgaria. The new' bank shows a satisfactory develop- 
ment and has had a favourable course of business. 

The course of business of the Soeieto de Banque pur le Commerce et 
Industrie of Paris, up to now^ realised expectations. 

Both the Warsaw Discountbank of Warsaw^ and the Silesian Credit 
Institute of Biehtz have a prosperous business year to record. 

The Ganz & Co. — ^Damibius klachine, Bailway-Carriage and Shijibuild- 
ing Co. Ltd., which during previous years loo had materialised an extensive 
scheme of concentration, during the month of December, 1929, absorbed 
the Ganz Electricity Co. Ltd., an undertaking co-operating very closely 
with the parent concern*, which previously too bad held the majority- of its 
shares. In effecting this fusion the parent concern was guided noti only 
by the prospect of economising by means of rationalisation, but also by the 
desire to avoid the double taxation arising from the fact that on the profits 
shown by the Ganz Electricity Co., taxes had to be paid, not only by the 
said company but by the parent concern too, on the dividends received for 
tnc shares of the Ganz Electricity Co., held by it. In connection with the 
fusion, the parent concern, which has changed its firm to “Ganz & Co., 
Ltd., Electrical and klechanical Engineers, Bailway-Carriage Manufacturers 
& Shipbuilders’’, increased its share capital to the amount of 12,250,000 
Pengo, at the same time absorbing the first Hungarian Sewing-j\Iachine and 
Bicycle kfanufacturing Co. Ltd., an undertaking which for more than ten 
years had not been operating at all and which possesses a site forming a 
natural complement to the Kobanyai-ut establishment of the Ganz concern. 
In carrying out the above transaction our Institute co-operated with the 
Hungarian Discount and Exchange Bank and the Hungaiuan-ltahan Bank 
Ltd. 

•Jointly with the leading Budapest banking companies and in co-opera- 
iion with certain economic associations wo established the Hungarian Foreign 
Trading Corporation Ltd., an undertaking founded with the assistance of 
the Hungaiian Ministry of Commerce for the purpose of developing the 
export trade of Hungarian industry. The companj^' started w'ith a share 
capital of 1,000,000 Pengo: it began its operations during the first half of 
the year under review'. 

In conjunction w'ith the Bfasso Sulphite-Pulp Co. Ltd., and the First 
Hungarian Paper Industry Co. Ltd., we have established a company with a 
share capital of 150,000 Pengo — the Fibrina Co. Ltd., for inventions — for the 
purpose of investigations and experiments connected AA'ith the manufacture 
of cellulose to be obtained from the fibres of maize stems The expenmental 
station constructed by the company recently began its operations. 

The “Ericsson” Hungarian Electricity Co. Ltd. (formerly Deckert & 
EomoUca), — a firm which has again a satisfactory course of business to 
record — ^lias concluded an agreement wdth its present undertaking, the 
Telefon-aktiebolaget ,• L. M. Ericsson, Stockholm (a firm of workl-wlde 
repute), in 'terms of which agreement the parent firm wdll for several years 
to come procure for the Hungarian undertaking a considerable amount, of 
orders for the construction of autom'atic telephone installations. In order 
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* 

to be able to carry out these orders, the company will very shortly 
materially increase the number of its employees. Besides the advantage 
which it ensures -by improving the results of the company’s business, this 
agreement is destined to favourably influence the development of the- 
country’s balance of trade. 


Increaso of Share Oajoital. 

The Electric and Eailway Co. Ltd. (“Trust”) effected further invest- 
ments for the purpose of extending or modernising the electric power stations 
and transport undertakings under its own management or belonging to the 
inland and foreign companies in w-hich it is financially interested. In order- 
to obtain the capital requhed for this purpose and for that of expanding its- 
.sphere of business, the company last spring increased its share capital from 
21 to 35 million Pengo. The transaction was effected wdth complete success 
with the co-operation of the principal shareholders in the company, — viz.,, 
our Institute, the Gescllschaft fuer elektrische Untemehmungen-Ludw. 
Loewe & Co. A. G., of Berlin, and the Societe Financiere de Transports et 
d’Entreprises Industrielles, of Brussels (“Sofina”). On this occasion the 
last named company, by taking over a considerable lot of shares, became- 
one of the principal shareholders in the concern. 

In addition, -we co-operated in the increase of share capital of the follow- 
ing undertakings: 

Magyarovar Artificial Silk Factory Co, Ltd., from 600.000 to 2,600.000' 
Pengo ; 

Providentia Insurance Co. Ltd., from 200,000 to 500,000 Pengo j 

Centrale Bank voor Spoorwegen, of Amsterdam, from 5,125.000 to 
6,125,000 Dutch florins. 

We co-operated to a slight extent also in guaranteeing the increase off 
share capital of the following undertakings : 

Schweizerischer Bankverein, of Bale, from 140.000.000 to 360, 000. 000- 
Swiss francs; 

Banque de I’Union Parisienne, of Paris, from 150,000.000 to 200,000.000- 
French francs; 

Zivnostenska Bank v Praze, of Prague, from 200,000,000 to 300,000.000' 
Czech cro\vns ; 

Boehmische Escompte-Bank and Credit-Anstalt, of Prague, from. 
200,000.000 to 250,000.000 Czech crowms; 

Societa Finanziaria Assicurativa, of Milan, from 1,000.000 to 30,000.000' 
lire. 


Vndertaldngs belonging to our sphere of interests and their situation. 

The vast majority of the numerous industrial undertaking belonging to- 
our sphere of interests last year had a turnover equal, and indeed in many, 
cases superior, to that of the pre-vious year; and -oheir business results may 
be described in general as satisfactory and in some cases as decidedly most 
favourable. In view of the well-lcno-wn economic difficulties prevailing" 
during the year under review, of which we W'Ould mention only the advance 
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<of the rates of interest and the decline of the purchasing capacity of the 
population, the results obtained by these undertakings should reassure us 
in respect of the present and fill us with confidence as regards the future ; 
for with the improvement in the general economic situation that may be 
'expected we can reckon upon a more vigorous industrial developm'ent. 

In this connection we would note that last autumn, on our initiative, 
the more important industrial undertakings belonging to our concern pub- 
lished in the daily press reports on their situation. Herewith our under- 
takings desired to introduce in Himgary the custom practised in the countries 
in the West of issuing periodical records for the information of the general 
j)ublic. 

Proceeding to deal with the individual branches of industry, -we may 
-establish the fact that the turnover and business results of the colliery 
industry, and of certain machine, transport and electricity undertakings 
’belonging to our concern, are in excess of those recorded for the previous 
year. There has been a shght decline in the turnover of the cement fac- 
tories and other undertakings of the building trade, — a decline due to the 
-suspension of the building activity. The decrease in consumption afiected 
more particularly the textile industry undertakings; the unfavourable situa- 
■tion of these undertakings — ^in evidence all the world over — ^was aggravated 
-b_y the low prices resulting from the keen competition and by the number 
•of textile firms becoming insolvent. The situation of the sugar and milling 
industry was rendered difficult by the unfavourable development of prices 
in the international markets; nevertheless, the undertaldngs of these 
industries belonging to oxu* concern operated with very satisfactory results. 

In accordance with the results obtained, the dividend allotted by most 
of the undertakings will probably be on a level with the previous year; 
indeed, in some cases we may even expect the allotment of a higher 
•dividend. 

In addition to our participation on a small scale in certain other under*- 
"takings, we are financially interested to a considerable extent in the more 
Important companies enumerated below: 


Mines and Brick Factories. 

Hungarian General Colliery Co. Ltd., 

Urikany-Zsil Valley Hungarian Colliery Co. Ltd., 

Borsod Colliery Co. Ltd., 

Joint Cement Factories of Beocsin Ltd., 

Magnesite Co. Ltd., of Zurich, 

Budapest-Szentlorinc and Tata Tile and Brick Factory Co. Ltd., 
Porcelain, Earthenware and Stove Factory Co. Ltd. 

Metal Industry and Machine Factories. 

Ganz & Co. Ltd., Electrical & Mechanical Engineers, 
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Eailwmj-Carriage Mamifac'.urers and Shipbuilders. 

Small Aims and J\lacliine Pactory Co. Lid., 

Hofherr-Schrantz & Clayton-Shuttleworfcli Ltd. 

Hungarian Works for Machinery. 

L. Lang Machine Factory Co. Ltd., 

Hungarian Lamp and Metal-Goods IManufacfcuring Co. Ijtd., 
Hungarian Steel Works Co. Ltd., 

Hungarian General Engine W'orks Ltd., 

“Vulkan” Machine Factory Co. Ltd. 


Tran sport TJnd cria hi nga. 

Centrale Bank voor Spoorwegen (Central Railroad Bank), of 
Amsterdam, 

Royal Hungarian River and Sea Navigation Co. Ltd., 

Hungarian Levant Steamship Co. Ltd., 

Levante Societa di Navigazione Fiumana, of Rome, 

Danube Navigation Company Limited, of London, 

Electric and Railway Co. Ltd., (“Trust”). 


Sugar Ecfincries, Milling and Provision Undertakings. 

Hungarian Sugar Industry Co. Ltd., 

Agricultural Industry Co. Ltd., 

Charles Stummer Sugar Factories Ltd,, Trnava (Nagyszombat), 
Sugar Factories of County Bacs Ltd., 

Selj'p Sugar Factory Co. Ltd., 

“Alfold” Sugar Factory Co. Ltd., 

United Sugar Co. Ltd., of London, 

“Hungaria” United Steam-Mills Ltd., 

Rabbethge & Giesecke Hungarian Seed-Growing Co. Ltd., 

F/rst Hungarian Rice Mill and Rice-Starch Manufacturing Co. Ltd.,. 
Hungarian Fisheries Co. Ltd. 


Petroleum Undertakings. 

N. Nederlandsche Petroleum maatschappij “Photogen” of 
Amsterdam, — as also the petroleum undertakings belonging to 
the sphere of interests of that company. 
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Textile Industry Undertakings. 

Hungarian Cotton Manufacturing Co. Ltd:, 

Calico Printing Co. Ltd., 

“Pannouia” Hemp and Plax Industry Co., Ltd., 

Linum- Samuel Taussig & Sons, Elax-Spinning & Weaving Co., Ltd.,. 
National Worsted-Spinning and Weaving Co. Ltd., 

Eirst Knitting and Weaving Eactory of Gyula Ltd., 

Cloth and Blanket Factory of Baja Ltd., 

First Hungarian Felt, Cloth and Fef: Factory Co. Ltd., Koszeg., 
Magyarovar Artificial Silk Factory Ltd., 

Dyeing and Printing Trust Ltd., Coire. 


Sundry Undertakings. 

Kobanya Civic Brewery and St. Stephen Patent Floods Co. Ltd,, 
Brasso Sulphite-Pulp Co. Ltd., 

First Hungarian Paper Industry Co. Ltd., 

Providentia Insurance Co. Ltd., 

Eevai Bros. Ltd., Printers and Publishers, 

“Ericsson” Hungarian Electricity Co. Ltd. (formerly Deckerfc and 
Homolka), 

Nitrogen Artificial Manure and Chemical Industry Co. Ltd., 
“Phylaxia” Serum Producing Co. Ltd., 

Hungarian General Eoad-Building Co. Ltd., 

"Confidentia” Trust Co. Ltd., 

National Warehousing Co. Ltd, 

Since the issue of our last year’s report we have realised our stock 
of Hungarian Pig-Fattening and Meat Trading Co. Ltd., of Beremend Port- 
land Cement and Lim'e Works Ltd., and of Societe Financiere de Transports 
et d’Entreprises Industrielles (“Sofina”), of Brussels, shares, as also our 
interests in several minor undertaldngs, at prices showing a profit on the 
valuation entered in our books. 

The value of our various investments as shown in our books is 36,844.943 
Pengo 37 f . ; the proportion of this amount invested in Government 
securities, public loans, mortgage debentures and shares of transpoii; 
undertakings is*’ 5,014,963 Pengo 19 f., the remainder — vin., 31,829,980 
Pengo 18 f. — ^being invested in industrial, banldng, insurance and other 
undertakings 


Stock of Securities. 

The value of our stock of securities figures in the balance sheet at the 
amount of 17,585,737 Pengo 07 f . ; the distribution of this amount among 
the various categories of securities is shown in the statement annexed to 
the present’ report. 
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■Bisiribuiion of Profits. 

Witli respect to tlie appropriation of the profits obtained during the 
business year under review, wc beg to submit to the approval of the Genera] 
Meeting the following proposal:. 

According to the Profit and Loss Account 
herewith presented, the net profits for 
the year 1929 amount to . . • 7,496.463 pengo 12 f. 

After deducting herefrom the surplus pro- 
fits brought forward from the previous 
year, vis. 41.222 ,, 62 ,, 


The amount remaining is . 


7,465.230 pengo 60 f. 

After deducting herefrom — as provided in 
our Articles of Association — interest at 
the rate of 5 per cent, per annum — f.c., 2 



pengo 50 f. per share — on the paid-up 

share capital of 41,400.000 pengo — viz. . 2,070.000 pengo 

.. f. 

We propose the payment of a further 
amount of 3 pengo per share . . 2,484.000 

>9 

••• 9 9 

The sum to be deducted under this head 



being therefore altogether 


4,564.000 pengo . . f. 

That being — together with the 6 per cent, 
interest referred to above — a total divid- 
end of 6 pengo 60 f. per share for the year 

1929 


• • 

We then propose that out of the amount 
remaining, viz. ..... 


2,901.230 pengo 60 f. 

To which amount must be added the sur- 
plus profits deducted above, viz 


41.222 „ 62 „ 

That making the amount available alto 



gether 


2,942.453 pengo 12 f. 

The following appropriations bo made — 

for the endowment of the Ordinarj' Re- 
serve Fund the sum of . . . 800.000 pengo 

.. f. 

for the endowment of the Depreciation 

Reserve Fund the sum of . . .. — 200.000 

99 

• • 99 

for the endowment of the Employees’ 

Relief Funds the sum of . . 50.000 

99 

• * 99 

for the endowment of the Employees’ 

Pension Institute established in terms 
of Act XL of 1928 for the benefit of 
employees in the active sendee the 
sum of 300.000 

99 

• * 99 

for the endowment of the Pension Fund 
of retired employees the sum of . . 360.000 

99 

99 

for the payment of remxmerations to 

employees the sum of . . . 850.000 

99 

* * 99 ^ 

and finally, for the payment of bonuses 
(5 per cent.) due to the members of the 

Board of Directors under 40 of the 

Articles of Association, the sum of . — 297.761 

99 

63.. 

the aggregate amount thus appropriated 
losing .... ... 


2,847.761 pengo 63 f. 


the sum then remaining, ws. . . . 94.C91 pengo 69 f. 

to be earned forward to the accounts for the business year 1930. 
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We beg to move that, in the event of the General Meeting approving our 
proposal relating to the distribution of profits, coupon No. 4 of our shares 
due for payment on May 1st, 1930, be redeemed os from March 20th of the 
current year for the sum of 6 Pengo 50 f. 

Vote of Confidence. 

We begvthe General Meeting kindly to approve the balance sheet here- 
with submitted as examined and found correct by the Committee of Super- 
vision, as also our proposals relating to the appropriation of the net profits, 
which proposals have been passed by the Committee of Supervision too, 
^nd to pass a vote of confidence in the Board of Directors and the Com- 
mittee of Supervision in respect of the business year 1929. 

BALANCE-SHEET ECU THE YEAR 1929. 

Liabilities. 


— 

Pengo. 

Fill. 

Share Capital (828‘000 shares of nom. vah of 50 pengo each) 

41,400.000 

• • 

•Capital Reserve ......... 

20,403.232 

• • 

Ordinary Reserve Fund 

2,000.000 

• » 

‘Depreciation Reserve Fund 

700.000 

• • 

Pension Funds — 



(a) Pension Institute of the Employees in 

active service .... P. 6,300.736'36 



(b) Pension Fund of retired Employees . „ l,l76.04:3’51 

6,476.978 

86 


Employees Relief Funds . . . ‘ . 

508.617 

28 

‘Creditors — 



(a) Savings Deposits . . . . P. 55,2o0.729’46 



(6) Deposits on Current Accounts and 

Cheque Accounts . . 1 • ,» 145,817.068‘89 



(c) Sundry Creditors . . . ♦ >, 144,976. 185’19 

346,043.983 

54 

31ortgage Loans allotted ‘ 

' 12,367.495 

59 

Outstanding Mortgage Bonds { Drawn Bonds P. 29,064’90) 

' 18,i90.923 

05 

Unclaimed Dividends .... . . . . . . 

36.155 

'si 

Transitory Accounts 

Guarantees and other Obligations . . P. 49,103.075'S8 

2,248.344 

40 

Balance : Profits 

7,496.453 

12 

’ 

457,872.183 

65 
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BALANCE-SHEET FOR THE YEAR 1929. 


Assets. 



Pengo. 

Fill. 

Cash ....... 

« « » • 

7,695.103 

02 

Balances on Clearing Accounts . . . 

• • • * 

3,714.616 

86 

Deposits -with Banks and Bankers 

• • • • 

17,463.240 

73 

Bills discounted ..... 

* « • a 

100,474.2.30 

15 

Debtors — 




(a) Loans on Stocks and Shares 

P. lC,0D6-880-56 



(6) Loans on IMerehandise 

„ 2,670-139-05 



(c) Loans on other Securities . . . 

„ 63,906-014-00 



(d) Open Credits and sundry Debtors . 

„ llG,450-2l0-20 

199,113.252 

81 



Government Bonds, Public Loans and other Securities , 

17,585.737 

07 

Investments in Banking Companies and other Undertakings 

36,844.943 

37 

Mortgage loans serving as Security for Mortgage Bonds . . 

43,447.999 

33 

Guarantee Funds ..... 

• • • • 

1,060.811 

69' 

Goods in Stock 

• • • • 

6,802.560 

62 

Real Estate ...... 

• • • • 

10,693.025 

36 

Assets of Pension Funds — 




(a) Pension Institute of the Employees 
in active service .... 

P. 5,3C0-735-3S 



(6) Pension Fund of retired Employees . 

„ l,176-243-51 

6,476.978 

86 



Assets of Employees’ Relief Funds . 

« • • • 

608.617 

28 

Equipment 


1.000 

• • 

Liabilities of Customers for Guarantees and 
other Obligations 

P. 49,103'076-88 





467,872.183 

65 


Budapest, December 31, 1929. 

The Board of Directora. 
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Ex2')lo7iatiQn of the “Statement showing eharacteristic data relating- 

to European Banhhig in 1928’’. 

jMy memorandum on the Princijiles of European banldng and the Indian 
banking problem — has described the organisation and the working of the 
big European Banks in general and has stated that in every Continental 
country there is a more or less similar tj^pe of big banks in e^dstence. The 
characteristic feature of these big banks is that their transactions cover 
all the possible lines of finance: industidal and agricultural finance, loans 
for States, municipalities, transactions on the stock exchanges, in foreign 
exchanges and participation in syndicates, etc. 

Tn order to give a clear and detailed idea about the working of such a 
big Continental bank I have submitted the licport of the Himgarian General 
Creditbanlc 1929 and I have tried to explain it from various points of view. 
This bank has been selected as an example, as it deals with everj^ possible 
business line which can be undei-taken by a Continental bank and further- 
more because its connection and its Board of Directors are of an inter- 
national composition, comprising members from various countries and thus 
giving an example of international co-operation. 

Tn every European country there are banks similar to the Hungarian 
General Greditbank, and in order to give a general idea about these banks 
I herewith ' submit a statistical statement showing the characteristic data 
of the largest joint stock banks of 19 European countries. 

The balance sheets of the various banks show the assets and liabilities 
in various groups and the various items are described in several v^ays. In 
order to compare the balance sheets of all the banks the various items cf 
assets and liabilities have been condensed under a few and important head& 
which are explained in the following: — 


Capital and Reserves. 

This column shows the “own capital” of the bank. On the Continent 
under capital “paid-up capital” is understood without exception. 

The total of the capital and reserves is shonm in one column, as this 
amount represents the “own capital” of the bank, which will be compared 
later on with the deposits' (creditors), i.e., the “foreign money”. 

The statistical data have been shown in the currency of each country 
and also in lakhs of rupees for the sake of comparison. The largest capital 
is 45i crores of rupees; that of the “Societe General de Belgique and the 
smallest capital (16 lakhs) is owned by the “Banque Bulgare de Com- 
merce”. 


Long term investments. 

(“locked-up”). 

The various business lines transacted by the Continental banks has the 
inevitable consequence of locking-up certain amounts. The chief examples 
are; participation' in syndicates, various holdings in stocks and’Shares, shares 
of affiliated banks, and real estate. The third colunfn shows the proport’on 
of the amounts “locked-up” to the capital and' reserves. It deserves notice- 
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-that only 13 per cent, of the capital and reserves of the ’Ainsterdamsche 
Bank is locked up, \^hereas the “Erste Kroalische Sparkasse ((Yugoslavia)” 
shows a sum of “locked-up” investments which is not less than 247 per 
•cent, of its capital and reserves, that jneans, that foreign money, i.e., 
monev belonging to depositors (short term deposits) has been locked-up. 
As a rule, a bank should never follow such a policy and should not invest 
short term deposits. Before the War it never happened (or it was very 
seldom) that money belonging to creditors was invested in shares or 
sjmdicates, etc. 

The situation after the war and the general depression in the economic 
situation has compelled banks to take up more shares than before the War. 
As on the Continent the banks act as companv promoters, etc., they are 
in a way responsible for the quotations of the shares issued by their syndi- 
cates. Thus in order to prevent the sharp decline of prices the banks had 
to purchase various shares of industrial undertakings in larger quantities, 
than it was done before the War. 

This activity has to be judged in connection with the standing of the 
bank in the international financial world. In case a bank belongs to a 
very strong international financial gi’oup, a certain “locking-up”, even if 
it exceeds the capital and the reserves, will not do any harm. Later on, 
in case prices are rising, the bank can sell a part of these shares at a profit 
and besides making a profit it has certainly helped the economic situation 
of the country. If this is done with the consent of directors "with in- 
fluential international connections, it can be safely carried through. Banks, 
on the other hand, which are more isolated or smaller local banks can fail 
in a short time through such a business policy. 


Creditors, 

The column “creditors” shows the sum total of all foreign money which 
has been deposited with the bank, such as deposits on current account, on 
cheque account, fixed deposits, foreign credits, deposits received from other 
banks, etc. The Midland Bank, Limited, London, had rhe largest deposits 
in 1928, amounting to 624i crores of rupees. The Banque Bulgare de 
Commerce had only 129 lakhs of deposits. The fifth column shows the re- 
lation of deposits to the capital and reserves. As a rule one can lay down 
that the higher the standing of a bank, the smaller can be the capital in 
relation to the deposits. That the standing of a bank is based on confidence 
and “spiritual capital” has been emphasised throughout my memorandum 
and is also the explanation of the above rule. The various percentages as 
shown in the fifth column prove the above rule. The biggest banks have 
a relatively small capital (and reserves) in comiiarison with the deposits: 

Deutsche Bank, Berlin 9 pov cent. 

Midland Bank, Ltd., London ...... 6 ,, 

Societe Generale, Paris ....... 4^. ,, 

Cash, balances with hanhs and bills discounted. 

The sixth column is a summary of the liquid assets which are necessary 
m order to satisfy sudden withdrawals. In countries with a proper Beserve 
Bank the bills discounted, which are held in the portfolio of the banks can. 
be rediscounted with the Beserve Bank at any given moment. 
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In order to judge tlic liquidity of a bank the sum total of tba liquid 
assets ‘has to be compared with the total amount of deposits (creditors). 
A bank of a very high standing is not compelled to hold a relatively large 
amount in liquid assets, as it has not to fear the consequences of sudden 
runs. The balance sheet of the Societe Generale, Paris, shows a liquidit^^ 
of 77 per cent, (seventh colunrn), whereas the Oesterreichische Credit 
Anstalt in Yienna only 15 per cent. 

Bills discounted. 

A separate column (the eighth) has been inserted in order to show, what 
amount of the liquid assets consists of discounted bills. To keep a very 
high cash balance means a loss to the bank, whereas a high proportion of 
discounted bills will serve the same purpose and secure profit too. 

Debtors. 

The ninth column sums up the various debtors of the bank. Strictly 
speaking the previous column (“bills discounted”) could also be dealt with 
under this item, as the clients who have accepted drafts are also debtors 
of the bank. But as the outstanding amounts against which the bank is 
in possession of a draft can be realised at any given moment through re- 
discounting the bills, these two columns have to be kept separately. 

Profit. 

The last column shows the profit obtained throughout the year 1928. 
The Banque Bulgare de Commerce shows the highest profit; — 16 per cent, 
and the Kjobenhavns Handelsbank has had the worst business year between 
the 19 banks enumerated in the statement, as the profit was only 5 per cent, 
of its capital and reserves. 

* * :f: * 

Concluding, we may state that the best figures are those of the 
'Amsterdamsche Bank: only 13 per cent, of the capital and reserves are 
“locked-up”, the capital is 38 per cent, of the deposited amormts (credi- 
tors), and the percentage of liquidity is 47 per cent. On the other hand the 
Erste Kroatische Sparkasse, Agram (Yugoslavia) cannot be very proud of 
its balance : an amount equal to 247 per cent, of the capital and reserves is 
“locked-up”, the capital and reserves are equal only to 7 per cent, of the 
deposited amounts (creditors), and the percentage of liquidity is nob more- 
than 21 per cent. 




jeacii country and tn iakhs of Rupees. 
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No. 33, 

iStatement o! evidence submitted by Mr. Chhotalai Ishwardas Parekh, 

Bombay. 

Indigenous Banking in India. 

It is a -well-known fact that from times immemorial the institutions of 
indigenous banking in Irdia were carried on by the shroffs through their 
pedhis and their methods of dealing in money were based on a very high 
•standard of credit and trust. Monies Avere borroAA’-ed and lent among them- 
. selves by the shroffs on credit either on current or sight days bills account, 
•and the sense of business morality Avith them aa’-us so keen and acute that they 
hardly suffered anj’- such losses by way of bad debts, etc., as we experience at 
"the present day. Being AA-ell acquainted AAuth the local conditions of the 
districts AAuth which they Avore dealing, they came into close touch Avith the 
farmers, small traders and merchants and the artisan class of the villages and 
cities and they encouraged and financed the Avorking class to such an extent 
that the indigenous industry and trade were a pride for the country even 
though in certain cases the rate of interest that Avas charged by them was a 
bit higher. In times of. draught and famine also they rendered valuable 
■services to the agriculturists. There Avere no hard and fast rules and regula- 
tions laid doAA'n to carry on the banking business. Owing to the very high 
idea of self-respect and credit, litigations and insolvency Avere conspicuous by 
their absence. HoAvever, Avdth the daAvn of Western culture and civilisation in 
this country, banking institutions on Western lines came into being and as 
a result of it the Bank of Bombay saAV the light of the day in the year 1840. 
'The shrofl’s Avere very reluctant in the beginning to have any co-operation 
with the bank but later on, when they found that the bank’s dealings were 
safe and satisfactory, they commenced then’ dealings with it and also 
the bank, thereby, made huge profits from the shroffs only on credit bills 
which is cAudent froin the announcement made by GoA’^^ernment in those 
•days. 

Tho functions of these shroffs were not limited. They often acted as 
the intermediaries betAveen the foreigners and the producers in buying or sell- 
ing the commodities and the business Avent on smoothly and profitably. But 
the foreigners in course of time began to deal directly Avith the producers Avitb 
the facilities of large credit afforded to them by banks and this had a very 
•detrimental effect on the business of the shroffs Avbich was really handi- 
napped. 

The net result of all these was that there being no legitimate business 
for the shroffs to pursue, many of them were compelled to enter into specula- 
tive transactions. The remedy that I would suggest to avoid this is that the 
foreigners should not be allowed to deal directly Avith the producers without 
the intermediate shroffs. 

Registration by the shroffs Arill be of very little or no benefit imder the 
•existing method of audit which is being conducted by ,the chartered 
accountants. The real test of dealings with the snroffs entirely depends upon 
the efficiency of the bank management and its staff. If is also necessarv 
that the bank directors should -get more useful and accurate information -on 
the subject by their close association with the details and the technique of 
thebanking. The connections of the shroffs with the bank, so far as lean see, 
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can only be resumed and strongly built up by aUotvmg them faeilitoes m over- 
St ”and in other accounts rvithout seounties as more generally such faodrt.es 
Me of a teSorary nature to encourage the particular trade of the season. 

As regards rival dealings carried on by the branehes of the Imperial 
Bank^f Mia with the indigenous banks in the villap and eities, 1 may be 
fWmS that, the deposits and the local exchange business that the 

sSs were doing have been practically taken hold of by these branches ^th 
th^resrit that the monopoly of getting money at cheap rates of interest is 
lost to the shroffs and thereby the finances of the districts are being drifted 
away to the head office of the said bank. 

Vatiirallv* these transactions have their effect on the money markets 
in those districts which are rendered more tighter than ever. My point, 
therefore is that the opening of the branches of the Imperial Baidc should be 
StoBued entirely and each district should have its ovm local mdependent 
banldng institution. By doing so, the institutions of shroffs can be re^nved 
and the circulation of money centralised. 

I cannot close this subject mthout drawing the attention of the Commit- 
tee to the fact that much harassment is caused to tho shroffs by the income- 
tax authorities "whose methods of inspection ate notliing short of ruining these 
shroffs. Commercial litigation also has become so costly and its procedure is 
so lengthy that a businessman becomes sick of it before ho gets judgment. 

I would suggest a separate Commercial Court with a Judge and jury con- 
sisting of two commercial persons and solicitors or pleaders (advocates) may 
he allowed to appear in this Court. If tho practice of briefing two^ comisels 
at a time in the commercial cause is discontinued, m my opinion the 
shroffs vdll save 50 per cent, of tho expenses of the litigation. 


Banking in India. 

Banking on western lines was first introduced in India in the year 1840 
and a number of hanks have been registered since then. To promote bankmg 
habits on Western lines in these days when illiteracy is so rampant in the 
country is not an easy task. Even in spite of that, banking w’ould have well 
prooressed if the management would have been carried on in an upright 
manner based on the fundamental principles of banking. The epidemic of 
speculation, however, seized many of the capitalists of the day and the 
hanks were made to suffer by its contagion and ill-effects. 

Most of them, including the Bank of Bombay, lost the confidence of the 
public on or before the year 1864 and a great financial crisis that followed was- 
ono of the inevitable results. It has been hold that the careless nmnneement 
of the Secretary and the Board of Directors of tho Banlv of Bombay were mainly 
responsible for this sad result and even the Directors nominated on the Board 
by the Government of Bombay were blamed for negligence. Subsequently, 
•the Bank of Bombay was reconstructed as a Presidency Bank under the Presi- 
dency Bank Act. Almost all Presidency Banks were worldng satisfactorily 
and the traders, the merchants and the shroffs used to got good facility in 
the shape of credit hills, etc., and the rate of interest fluctuated accordmg 
to the trade requirements of each Presidency. The Bark of Bombay, as it 
was then con.^tituted, had greatly helped the textile industry when it was 
in bad need of funds in the years 1897 — 1900. The credit for giving this timely 



taid to* this staple industry of India goes principally to the efforts of an intelli" 
•gent and important Indian element that, existed then in the management 
of the bank. Otherwise the bank’s main business -was that of discounting 
the local bills. 

The amalgamation of the Presidency Banks into the Imperial Bank of 
India under the Imperial Bank of India Act took place in 1921. O'w'ing to 
the patronage of Government of the Imperial Bank and the Government having 
a predominant voice in its constitution and its conduct of affairs, the Direc- 
tors of the Imperial Bank lost the power of controlling the money market 
which was formerly exercised by the Board of Directors of the Presidency 
"Banks very effectually. The Imperial Bank Act has been given wide powers 
to advance money to a single firm which was restricted in the case of the 
i Presidency Banks. 

I The attitude of the Imperial Bank, in spite of some of the rich Indian 

■ -magnates having their seats on the Directorate, is based on so narrow and 
' conservative a standard towards Indians that the latter hardly get such ac- 
commodation, treatment and facilities at its hands in matters of finance as 

foreigners get in comparison with them. The Imperial Bank could not 
\ see its way to advance money to one Punjab bank urder Indian manage- 
•ment, whereas the Alliance Bank of - Simla under European management 
was danced by accepting securities which were not worth much. 

The bank refused to advance at ore per cent, below the Bank Kate on 
■Government securities though it was agreed to by tht bank in certain other 
cases. It has been alleged that the Imperial Bank practically tried to dis- 
-eourage and paralise the textile industry by demanding money when there 
was a crisis and strike in Bombay last year. If His Exalted Highress the 
-Nizam of Hyderabad had not invested a crore of rupees in Bombay in 
•textile trade, that industry would have been doomed. 

Some of the e'vdls of the administration of the Imperial Bank are : — 

■(1) The manipulation of the rates of interest as it suits the sweet will ot 
“the bank though the money at call is occasionally obtainable at a very low 
rate. 

' (2) Comparatively the bank does not sufficiently encourage the dis- 

! counting of local bills freely and the result is that the purchasing power of 
"the trade is greatly reduced. I may be permitted to submit that the Bombay 
■office would not have lost in the business of discounting the local bills. 

(3) The bank financed the English firms in up-country only on the lien 
statement of goods without any margin at a very eheap rate of interest. 

(4) The bank advanced money to the English firms even on the railway 
•.receipts which are so far not considered to be negotiable instruments. 

(5) The bank financed the English racers at Calcutta "with a very large 
■capital, while they could rot accommodate the textile miU industry in Bombay 
and on the contrary they demanded money from the agei ts of the mills at 
.a very inopportune and critical time. 

It is a pity to learn that these demands were made even in spite of Sir 
-Purshotamdas, “ a wise distinguished man coupled with vast general com- 
mercial knowledge, specific banking attainments of a high order ”, gracing the 
Directorate of the bank. Moreover, when he is reported to have advanced 
I an argument in the Imperial Legislative Assembly that the Bank of England, 
a most conservative institution, helped the Lancashire industry and that was 
what the national Government would have done in India to save the Indian 
'textile industrj*, may I pertinently ask what Sir Purshotamdas as an-Indian 
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and as the Chahman of the Imj erial Bfnh of India in Fombay has done to* 
help this iiidnstiy. . . 

The Imperial Bank can be said to. be practically a Europeanised instil 
tution. The European officers draw high salaries. A man drawing Bs. 6,000 
becomes fit to draw Es. 10,000 immediately he becomes the Goremor of the 
Imperial Bank. What are his extra qualifications ? The bank pays high 
salaries to the English staff even if they are raw men and newly imported 
from England; whereas experienced Indians arc not regarded as possessing 
sufficient qualifications to become oven the accountants or the managers. 
The maintenance charges of the bank are so high that as soon as the Govern- 
ment support is withdrawn, it would be very hard to maintain the institution. 
I may be allowed to mention here that the management also is said to be 
defective, as I know of a case in wliich the bank allowed a substantial party 
standing as security for Es. 10 lacs to substitute for him an ordmary man ot' 
modest means as securit}' for that sum, and the bank, ultimately, lost the 
money over that transaction. Since its mception, the Imperial bank, accord- 
ing to my calculation, should have lost over Es. 50 lacs only on this side of the‘ 
Presidency but the Directors have never said a word about this at the aimual 
general meetings of the bank. What they are doing at these meetings is to- 
adopt the report formalh' and utter words of mutual trust, goodwill and eulogy. 
The Chairman praises the Governor and vice versa. The natural corollary 
that can be drawn out of this is that whether there may be Indian or Euro- 
pean Directors on the bank’s Board of Directors they may be either incom- 
petent or careless to know what the Secretary has done or that they may be 
passing every'thing placed before them at the meeting with closed eyes. 

The Imperial Bank has got three auditors for three places. I think 
this system is defective inasmuch as the auditor of one Presidency Imows- 
nothing of the audit of another Presidency even though the auditors sign and 
certify generally’- the total liability and assets of the Imperial Bank in the 
balance sheets. 

Branches of the Imperial Bank in up-coimtry are not found to be bene- 
ficial to the villagers and I think they are more or less pulling on for the 
convenience of Goveniment. 

Some English officers of the lank are paid pension on the plea of dis- 
abihty to rvork in the banlr and it is necessary^ to institute inquiries into this 
practice. From the statement appended herewith it would be interesting to- 
know as to how the bank has manipulated the busmess as suited to its sweet 
will. A reference to the figures will show that from the ymars 1924 to 1930 
the bank’s investments in Government securities have more than been 
doubled while the advances of loans and cash credits and discormting of bills 
have substantially been decreased and moreover, the charges on what may be 
classed as dead stock of bank’s assets have been further piled up during these- 
years to the extent of about Es. 25 lakhs. 

I think a careful reading of these figures should be sufficient to convince 
one who is interested in the bank’s dealings that the Imperial Bank is to a 
great extent responsible for the present tightness and the sad plight of the- 
money market and the consequent slump in the trade conditions. 
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Indian Joint Stock Banks, 

The aims of the bank are to create the required faith in a banking system 
and to attract the Indian deposits to finance the internal trade of India and to 
meet the banking requirements of all types of economic enterprise and of all 
sections of the population just as the exchange bonks finance the export 
and import trade. Our banks are financing the local trade and industry 
but such finance entirely depends upon the connections Tvith the founders 
and managers of the banks. It is proved that the banks have financed out 
of proportfons to speculators in stock and shares, cotton, seed, wheat, bullion, 
and property, instead of financing the legitimate traders and shroffs. The 
re.sult is that the traders with small means suffer to a great extent at the 
hands of the speculators and the banks also eventually have suffered in many 
cases. 

Directors of the bank who have no large commitments in commerce 
and industry and who can make investments on a soimd basis of commercial 
banldng should be selected, so that there may be few chances of speculative 
actimties risldng the bank’s capital. 

More banks are necessary with a small or big capital to finance the small 
traders, wholesale or retail, as the case maj’^ be, to enable them to sell their 
goods on two or three months credit bills which can be discounted at the small 
banks, which agahi can be rediscounted by small banks with the big banks, 
thereby the traders get financial accommodation without disturbing the 
money market. Over and above this money remains free in circulation. 

Similar!}' there should be local banks in each district with branches in 
villages of that district to finance the traders. 

]\Iay I be permitted to mention here that the system suggested above 
will increase the purchasing power of goods for which there will ever remain 
demands and will check the unexpected fall in prices of various goods automa- 
tically ? The resources of the indigenous bankers who play the part in the 
economic development in the mofussil can also be increased to the extent 
necessary to enable them to meet India’s many sided requirements by linking 
the connections vdth such banks in the district. 

Besides these there should be bonded warehouses in each country and 
village under the control of responsible persons so that the goods can be stored 
therein. Traders can thereby arrange their finance when required with the 
banks or shroffs on the strength of delivery orders of goods issued by the 
bonded warehouses. I would welcome more foreign banks along with our 
Indian banks in the principal parts or towns so that the money may be avail- 
able at cheap rate of interest. I may further suggest a change in the Act for 
mofussil people to enable them to sell the mortgaged property without going 
to the Law Court just as it is being practised in the Presidency towns. In 
such a case the property owners can raise loans on the mortgage of the pro- 
perty without any inconvenience. 

In conclusion, I would suggest the j)romoiers of the banks to remove 
the racial and sectional distinctions in selecting competent men for the internal 
working of the banks. 
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Immediate necessity of promoting industrial , banks for developing 

IHB country’s industries. 

In boom time so many indnstrial concerns were started on this side o£ 
the Presidency but latterty for want of proper financial aid most of them have- 
come to grief.' There is no such banking institution existing at present whicli 
can provide financial facility to industrial ventures, be they large or small, 
and those who have handled and undertaken these enterprises can say with 
experience that they had to close down owing to want of funds which were not 
made' available to them. Ordinary joint stock banks in certain cases do 
make advances for a period but it is a well-knovTi fact that unless facihties- 
are afforded to industrial ventures by the grant of long dated loans no useful 
purpose can be served. 

I carmot pass over this subject without making a reference to the Tata 
Industrial Bank which was said to be the only premier institution of its kind 
in the whole of India and which was primarily started for the encouragement, 
and development of Indian mdustries by providing them with necessary funds. 
I think it would be interesting to know' in details the history of that 
institution. 

The said bank was registered in April 1918 with an authorised capital of 
Rs. 12 crores and the subscribed capital,of Rs. 7 crores sixty lakhs. The direc- 
tors of the bank rejiresented the richest business magnates and the captains 
of industry. The capital of the bank met a ready response by the Indian 
public and the shares -were over-subscribed. 

The object of the bank was very laudable and a number of mdustries 
• would have progressed prosperously by the help of the said bank had the work 
been conducted on true banking lines and under the direction of the techni- 
cal experts. However, with all the elaborate equipment with which the bank 
commenced its business on the 18th April 1918, the re-mark made by the then 
Finance Member, the late Sir William Meyer, at the opening ceremony of the 
bank on that day proved to be too true in the result. He had advised the 
directors on that occasion to be cautious enough so that the bank may not 
turn out only to be a financing house of the Tata concerns. Not only this 
advice was ignored but the directors without understanding the basic princi- 
ples of the industrial finance launched into operations of imderwriting siharo 
capital of the concerns under Tata’s management and others, meddled into 
the operations of the exchange business and did all such business as proved 
disastrous to the interests of the bank. Not satisfied with such transactions 
the management spent a large sum in the beginning over the construction 
work of the bank’s premises. If the capital available to the bank had been 
spent more judiciously, the bank would have rendered very valuable services 
in developing the Indian industries for which it was primarily started. 

Still it is not too late if the capitalists come forward and join hands in 
the promotion of such a banking institution and conduct them on the lines 
on which they are at present being run in the western countries. 


Exchange Banks in India. 

Generally, the business of the exchange banks is to finance the export- 
ers and importers and to afford them such facilities as required from time to 
time to p'’omote and develop the country’s trade. Prior to War the exchange 
banks used to give financial accommodation to those traders and others before 
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som3 local banks wore promoted in Bombay and Calcutta. According to my 
experience, the exchange banks used to give accommodation to the exportets 
either Indians, Jews or Englishmen by advancing lakhs and lakhs simply on 
the advice of a shipment by a guarantee letter on one anna stamp even 
though the goods were not ready for shipment. 

No doubt the English firms in export and import trade got the better 
facilities but the right hand always goes to the right side. It is the misfor- 
tune of the Indians that their Indian bankers do not reali-sc the situation and 
understand their countrymen and are not inclined to support their own trade 
as the English banks do. 

People talk of the Indianisation of the board but the Indian directors 
have practically done nothing up to now to develop and foster the trade and 
industries of the comitry unless and until they are interested directly or 
indirectly. 

I have said at another place that I would also welcome the more exchange 
banks in India as more the banks the better the facilitj* in trade. 

Land Mortgage Bank (Agriculture). 

The country’s greatest industry is agriculture, but very little attention is 
being paid by the landlords if they get their rents out of the property in time. 
The landlords should pay attention to develop their lands on scientific lines 
to the best of their abilities. Almost all the youths of the country should bo 
diverted to paying attention to the dovelopmort of the agricultural land as 
there can be no more honourable profession than that of a farmer and that 
Government should help them by providing them vith schools, colleges and 
research institutes. That there is a necessity of such a bank to assist the 
farmers can hardly be questioned. A bank was promoted with a largo capital 
under the name of the Commercial Land Dlortgago Bank, Ltd., with its head 
office at Madras which used to lend money on land and building besides 
financing the trade. The bankha\ing short term deposits could not rocoyer 
monies advanced on lands and it had to bo wound up after some years. Un- 
less, therefore, Government comes forward to help such institutions by 
subscribing long term debentures or giving some other facilities any private 
enterprise in this direction is boui’d to come to grief. 

Indian Savings Bank, 

There is so much unemployment of intelligent and middle class people 
that there hardly remains any saving owing to the high costs of living. In 
case there may be a saving and the saving habit is to be encouraged there 
should bo special savings banks on special rates of interest and the saving 
should remain intact, Now-a-days each bank has got a savings bank depart- 
ment whore they induce the public to invest their savings in banks. I may 
be permitted to state that such local and foreign banks ought to have ear- 
marked securities to a certain percentage of the savings deposit for the safety 
of the money deposited in the savings bank accounts. 

Co -operative Banks. 

As long as the bank organisation and the method of audit are not im- 
proved, cc-operativo banks may soimd well on paper but in actual practice 
they are not expected to reoaer such useful services to the ryots as it is expected 
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\>y them to do. The real n jedy man gets no accommodation from such banks 
nor these banki are useful in case of famine. I would prefer the supervision 
■of such CO- operative banks to be in the hands of real business mer of com- 
mercial experience to those of the title-holders only who cons^'itute the 
directorate of these banks. The balance sheets should be required to be 
more exphcit showing the advances on different heads such as money or land, 
property and personal security and on the commodities. If the co-operative 
haiik would have ‘accommodated the vast Indian masses for whom really the 
modern facilities of credit and easy loans are required, Sir Lallubbai Samaldas, 
'the Chairman of the Bombay Provincial Co-operative Bank, would not have 
•remarked that there was no demand of money and thereby they bad to invest 
Us. 91 lakhs in Government securities. I would say here that in such a case 
where was the necessity of taking deposits from the public when there was no 
•demand for money by the needy persons. If I make a comparison of a 
•Golwadia Marwadi shroff who charges interest up to 70 to 80 percent, and 
■keeps a double set of books the very fact that they pay money at the proper 
dime when the borrower has to grapple with difficulties involving the questions 
• of his life and death is really important. However, the methods of keeping 
books of these shroffs require a thorough overhauling. There should be a strict 
■legislation to control their dealings so as to save the people from going to 
wreck and ruin by borrovdng money at ruinous rates of interest. My point 
■is that the co-operative movement has so far failed to render such useful 
■service to the agriculturists and other middle class people as it was expected 
to do in the beginning when it was first introduced, and the institution of the 
indigenous shroffs if revived on right lines is likely to prove very valuable 
;in the interests of the villagers and men of moderate means along with the 
•co-operative banks. 


Instjeince Companies. 

A number of Indian companies were registered in boom time and some 
■of them are working on sound lines though not according to what was stated 
■'in the prospectus to attract capital. 

The Indian Chamber as well as other public bodies are clamouring against 
•similar foreign companies draining Indian capital to foreign countries ; where- 
as the other side of the question is totally lost sight of by them, viz., the in- 
vestment of the insurance funds in Government and other foreign securities. 
•Can anyone say with a clear conscience that the Indian public is benefited 
by such investments? Indian public have been supporting the companies 
Tnth business besides subscribing to the capital and the companies have there- 
by^ secured the benefit of large funds for disposal under their control. Let 
*us consider what is made of these funds. Mr. Lalji Naranji, ea;-Chairman 
of the Indian Chamber of Commerce, as Chairman of the Jupiter General 
Insurance Company, Ltd., addressed the shareholders at the last general 
meeting of the company that the exchange banks are not accepting Indian 
Companies policies. It is a pity. tb«.t several eomparies which are working 
in co-operation and combin-ation cannot find a b-.ftter solution. Where was 
the necessity then to complain against the exchange banks ? The company 
has to find out such a remedy as to make the exchange banks to come to the 
Indian companies begging for business. The combined companies have now 
:got their funds over two crores of rupees invested in securities. These funds 
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T wot\ld submit can be utilised with advantage by promoting a bank on the- 
following lines by each company : — 

‘ 20 per cent, of the funds to bo invested in Government securities. 

10 per cent, to be kept in liquid cash for emergency. 

70 per cent, to be invested in a combined insurance bank with the sole 
object of advancing monies on the commodities of the assured with 
the usual margin under the supervision of the Board of Directors- 
■ selected only from the directors of the combined group of insurance 
comj^anies. 

It will be seen that by doing so the bank’s money will be safe and the 
insurance companies get the benefit of securing more insurance business. I 
consider the above suggestion to bo the panacea of all the grievances. 

The success of the arrangement suggested above depends upon careful' 
and sound management of the proposed insurance bank. If, however, the 
-management is carried on on the lines indicated below, the venture is lilrely' 
to prove a disastrous failure. 

' I have learnt much to my regret that the Asian Assurance Company 
of which Mr. Jamnadas M. Mehta, M.A., Bar.-at-Law (once M. L. A.), is the 
Chairman is reported to have purchased a part of the share in the agency 
commission of the said company in his wife’s name for the price of Bs. 35,000. 
In order to make good the amount of the said purchased agency commission 
he managed to borrow a large sum from the same company in a different 
name on the security of saltpan lease on different dates and in addition he 
got a further advance from the same company against the anticipated amount' 
of agency commission which might bo due to him in counso of time to bo paid 
to his wife. Such kind of management- should be deprecated and stopped 
entirely. 

Under the aforesaid condition there should be a general legislation which 
can give j)ower to the Registrar of Joint Stock Companies to have an access 
in business hours to investigate the records of the limited companies and 
banks without giving any intimation to them if the Registrar receives any 
complaint from the shareholdcj-s. 

This practice has a parallel in America where Government enforces- 
a sort of control over the companies’ administration at the instance of a 
Jide complaint from a shareholder. 

Payment by Cheque System. 

Undoubtedly, payment by choquo system is a very convenient one but- 
it will take a long time to popularise the system of using cheques as people 
are not yet trained to the extent that they should have been, and I hope tlic 
following suggestions will not be considered out of place. 

That the clerks and officers of the bank should not waste much time 
to pass the cheque for payment to the party who presents it as it is being- 
done now in almost all the banks. 

There should be a certain penalty on the drawer of the cheque if the 
cheque he draws is not supported by corresponding funds to his credit at' 
the bank. 

Uac'h bank ought to open branches in different parts of the city so that 
the man carrying on business at one end may not have to go to another end^ 
for cashing or paying cheques he possesses. 
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Politenesg in dealing -m’tli the customers should be one of the qualifications-’ 
of the officers in charge of the bank. 


The Indian Companies Act. 

In my evidence before the Textile Tariff Board in September 1926, H 
. had already expressed my views regarding amendments to the Indian Com-- 
panies Act. This Act, as it is constituted at present, contains irregularities 
and disabilities which require to be remedied. Most of the balance sheets.' 
of the jotot stock companies and banks published under the Indian Com- 
panies Act and the Imperial Bank Act are nothing else but scraps of papers- 
from the view-point of the investirg public inasmuch as they do not disclose 
proper details so as to guide the bond fide investors to an intelligent reading- 
of it and enlighten them on the intrinsic position of the companies or banks. 

A reference to the decision of the Government of India, Commerce De^- 
partment, would be pertinent here to .show what serious mistakes that de- 
partment has made on the 29th March 1927 when they agreed to chango- 
Borm “B ” prescribed in the Indian Companies Act for the balance sheet 
of a bank. 

“ The Bad and Doubtful Debts ” in that form are permitted rot to be- 
shown in the balance-sheet if a provision has been made against them to the 
satisfaction of the auditors. The Government of India do not seem to have-- 
realised that the investing public is still in its infancy for investirg monies 
in .public companies and banks and it has been found from some of the. 
liquidation proceedings that the balance sheets, whether they are certified ho. 
be true and correct by English or Indian auditors, are not what they are re- 
presented to be. Strange as it does appear to me, firms of auditors of the 
reputation and standing of Messrs. A. B. Berguson and Company in one of 
the cases in the Law Courts have deposed to the effect that their firm signed 
the balance sheet without going into tho details of it because their co-audit- 
ors had signed it. I know of another instance where one of the Indian, 
•auditors, namely, Messrs. K. S. Aiyer and Company sent raw school boys to- 
audit the accounts of a bank. I wonder what good could be expected out of 
such audit. 

I would, therefore, like to impress on the Committee the necessity of 
throwing more res]ponsibility on the auditors as well as the directors of tho 
company. 

As regards the responsibility of directors, attention of the Committee- 
is drawn to delete the word “ Wffful ” from the Indian Companies Act where- 
‘‘ Wilful negligence ” is used. 

Section 282 of the Indian Companies Act is also required to be properly 
worded and I can make a number -of suggestions with regard to other sections . 
of the Act so that the investing public may be benefited by it and the so- 
called corruption and profiteering by the promoters of the company including 
the managing agents and directors may be entirely stopped. 

Teade deeeession and its causes. 

After the Armistice was declared depression in trade was felt almost 
all over the world. Ratio in India is not the only cause of depression as it is-- 
put forward by men like Sir Pmshotamdas and others. Thoso responsible for 
the depression and slump in trade are, according to my lights, men occupying- 
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’proiiiin 3 iit position in economic and political circles. Tlie companies directors 
-are also much to blame for bringing the state of chaos in the market. New 
flotations of limited companies were undertaken by them in boom time which 
attracted the investing public to provide capital and these companies having 
-suffered colossal losses mainly due to the mismanagement and the negligence 
•of the directors, slumpness was to be seen in financial operations. 

2. Over-speculation in almost all commodities and securities in the shape 
of forward transactions. 

3. Contraction of credit bills whereby the purchasing power of traders 
is exhausted and hence the fall in prices. 

4. Indian capitalists being much greedy to earn without much trouble 
at the risk and cost of small investors who might have spent money for the 
-development of bond fide trade or industry. 

' 5. Borrowing at high rate of interest by Government. 

6. .Educated middle classes are almost all unemployed. 

7. The Imperial Bank having played an important part in destroying 
-our textile industry. 

8. Owing to the adoption of Western vices such as races, whisky and 
wine, gambling in art and skill, cinema shows, and many other Western 
luxuries. 

9. Owing to over-production of cotton, wheat, sugar and cloth in the 
whole world. 

10. Whatever may be the attitude of Government towards the eco- 
■nomic and industrial position of India, the desired progress can be achieved 
only if the hypocrisy, selfishness and lack of sincerity are uprooted from 
the minds of the Indian capitalists. 

Boeeowtngs by Goveenment in foeeign Counteies. 

Borrowings out of India can be welcomed if the capital is made avail- 
able at a cheaper rate of interest, as they uall prove to be a great helping 
hand towards the development of Indian industries. 

If Government would not have commenced borrowings at a higher 
•rate of interest, and crores and crores would not have been spent on the De- 
velopment Department ii' Bombay and on the construction work of the New 
Delhi, and if Government had thought it proper to invest these money 
in productive channels by feeding and nourishing the industries of tliis 
country, India would have been by this time in a different position altogether 
■in her fiscal obligations and would have become rather a creditor country in 
•the whole world. 
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No. 34. 

Statement of evidence sutmitted ly Mr. B. Ramacljandra Ran, M.A., L.T., 
Department of Economics and Commerce, Calcutta University. 

I, — Indttsteial Banks and Credit Facilities for India’s Main 

Industries. 

Question I . — ^Taking the Paper Mill into consideration, which was 
started in Rajahmundry in 1925 (Madras Presidency), the whole of the share- 
holders’ capital was spent in securing the fixed capital and as there was no 
•bank help to enable it to start its actual operations, it had to apply to the 
Madras Industries Department, and as the loan of four lakhs could not be 
repaid in time the company had to practically wind up its operations. It 
Tvas at this juncture that a few generous-minded shareholders revived the 
enterprise by means of their co-operative efiort and the company, I hear, 
is now able to commence its business in right earnest. It easily follows from 
this single instance that the fixed capital exjjenditure and the initial working 
expenses should first be secured by the shareholders’ original capital. If 
bank help is sought or debentures are floated, the assets become mortgaged 
•from the beginning and no dividend can be secured by the shareholders. 

It is emrent requirements that can be secured from industrial banks 
•on a proper examination of the industrial security possessed by the concern. 
It is only a bank conducting “ mixed banking ” business that can afiord 
to grant such non-terminable loans for long periods which enable the entre- 
preneurs to lock up this money in the industrial venture. 

The Imperial Bank grants loans to industries on the personal security 
■of the promoters and in most cases they do not obtain as much as they are 
entitled to by virtue of their industrial assets. Besides, these are terminable 
loans and any call, generally, embarrasses the industrialists. 

There are finance houses in Bombay and Calcutta who are willing to pro- 
vide long term loans but their rates are high. 

Some of the more successful and well organised firms are floating debon- 
fiurcs abroad at a rate of interest which is decidedly lower than what they 
nvould be able to obtain in this country. 

The com m ercial banks cannot hope to grant non-terminable loans for 
long period purposes, for this would lead to borrowing short and lending long 
•on the part of the bankers. 

The -practice of taking deposits by the industrial mills exists in Indore 
and Ahmedabad and so long as these are not demanded the industry is able 
to flourish. This practice is not so universal a? many people think it to be. 

We do not find the insuranci companies willing to help the prominent 
industries even, as the Western life insurance companies do in those 
countries. (See Canadian prosperity arising out of it.) 

Question II . — Of the three methods that can be pursued, the exporter 
financing himself by the method of “refinancing by acceptance ” is the best 
method as it would avoid the dependence of this country on the financial 
resources of another country for financing its trade. Secondly, the importer 
-can ask his banker to issue a letter of credit to the Indian exporter to draw bills 
oh the bank and thus the bills created under the confirmed letter of credit 
can bo easily sold in the market. Thirdly, the commission house slaying 
in this country can likewise ask its banker to finance the exports by the 
■Tuethed of “ financins: acceptance® ” or ask the importer of the foreign country 

! f 1 
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to finance his shipuaert under the confirmed letter of credit. The producer 
can draw a bill for the amount of the sale of goods and get it discounted in 
the money market. The Tata firm’s bills are eagerly bought in tho Calcutta 
money market. In case of all successful firms and the buyer’s standing being 
of a respectable character there -n-ould bo no hesitation to buj* these domestic 
bills. This method can bo extended to agricultural financing by^ making 
the co-operative sale societies or the primarj- producer (who is not indebted 
to the mahajan and has not mortgaged the crop already) to draw a bill for 
the amoimt of sale and got it discounted at the indigenous banker’s firm or 
ask him to accept it and soil this accepted bill in the market and the co-opera- 
tive credit societies or the iusuranco companies can easily discount thorn if 
the chances of rcdiscoimting such bills exist. As I have stated elsowhore, 
the Indian joint hanks should finance the indigenous bankers who by dis- 
counting these produce loans can easily remove the ryot’s d<‘pcndcncc on tho^ 
vicious and injiu'ious s3’-3tem of credit granted bj’ the mahajan. 

The present cash credit sj'stom to enable the exporter houses to secure, 
the products for export is bad and is not conducive to the iutcrcste of the 
hanker and the rj'ot. I will instance the above remark from the example- 
of the sale of tamarind in the citr* of Vizagapatam. Tamarind is first collected 
hj'' the counti\y agents who go to the interior and bin’- the tamarind at the 
beginning of the summer. (In the months of March to Maj* the actual sales are 
held of the new j'oar’s crop). After collecting those in big bullock cnrt.s tlioy 
are brought over into the. town of Inzagapatam and place d in the market area, 
and the komaii merchants arc entrusted with the sale of these baskets wliich 
generaUj’^ contain one maund or half mannd eacli. From morning ’six 
o’clock to ton o’clock these arc exposed on the mnrlrct slab and the intend- 
ing customers are allowed to mark their o\m baskets so that thoj' can .secure 
it after the price has been fixed. A big crowd gathers and the homatis na- 
turally raise the price of the maund ns soon as tiinj- realise the strength of tho 
demand. At ton o’clock the price is fixed after much higgling on tho 
part of tho buyers and tho komafifi and tho original country* agents have no 
voice in tho detorminatiou of tho price. After it is sold at the price of tho 
koimiis, the country agent gives them a commission and the buj’cr has to 
consent to the deduction of a handful of the tamarind from Ins basket so 
that at tho end of tho sale tho kotmti merchant secures decent commission 
which runs to several rupees and in addition ho secures tamarind which ho 
stores for sale later on during tho course of the year, i.c., Juno to next March. 
The inconvenience, double commission and a lot of worrj- can be removed 
if the co-operative society (consumers’) arranges to finance such sales itself. It 
has to buy tho tamarind out of the actual cash p>rocccds of its onm and arrange 
to soli it to its members as soon as it is brought over into the town on these 
bandies. Tho main o^'il in tho present-day niarkf-ting of the dilTorent agri-- 
cultm-al foodstuffs is tho laying down of cash in most cases to those small 
^erent producers and tho merchant has to undertake tho worry of collect- 
ing such small outputs from different sources and paj* them at tho begi nnin g- 
With actual cash. This is how most of the foodstuffs arc collected hy the 
enterprising komatis or banias or Vaisyas and they natirrallj' cannot be dis- 
pensed -with so easily by the co-operative sale societies. These merchants 
know when, whore and how to scciu-o the goods and naturally ex.act a profit 
for this business knowledge. It would take long time and would also req:uire 
the production of large quantities of standard products under tho aegis of 
co-operative producers’ societies and these can sell them to tho co-operative 
sale societies. It is only in such a case the bill of exchange can be of use and' 
credit instruments can be drawn to finance such purchase operations. 
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Question III . — ^The Imperial Bank’s Rates rule the market rates at 
least in the busy season. 

Last February the Imperial Bank of India (Bombay branch) ■withdrew 
-six lakhs from certain cotton mills as there ■was pressure on its resoui’ces. 
'Xhe mill industry naturally ■viewed it as an unkind cut of fortune. 

Question IV . — It is suicidal on the part of commercial banks to under- 
take industrial financing ■without taking adequate precautions. If in Germany 
“the credit banks do it, they are able’to succeed on account of several lines of, 
intelHgent procedure they adopt to protect their o'wn and the depositors 
money. Such sort of corporate action and intelligence hardly exist in the 
case of the commercial banks of our country. Barring their o^wn capital 
.and reserve fund that they might possess and the fixed deposits they might 
attract they cannot hope to place greater funds than these in non-terminable 
loans to the industrialists. Their lack of industrial knowledge and constant 
touch precludes them from conducting industrial financing on any deserving 
■scale. 

I would require the starting of a Board of National Investment for this 
country which would supervise the work of investment trusts and enable 
•these to do part of the work of the financial under'writers. (See my Present 
Day Banking in India for the work to be done by it. Chapter on Investment 
Ranks). These would popularise the investment habit and the floating of 
■debentures can be easily done so that the requisite caj)ital can be obtained by 
the existing industries. As for floating now industries in which there are pos- 
sibilities of success or which have been proved to be successful concerns by 
the pioneering enterpriss on the part of Government the investment 
•trusts can help the underwriting of capital of these new concerns. 

India possesses a vast market and a successful trade can easily arise in 
any of the necessaries or iaxmies or comforts of the people provided advantage 
is taken of the special circumstances of the country. In England the current 
requirements of the cotton industry are financed solely by the Lancashire 
banks. America possesses cattle and automobile compan’es. Both industries 
Iiave flourished on account of these middlemen and the nature of these com- 
panies, if started, would necessarily be of the type of industrial banks. 

The facilities that should be given are : — 

(1) Exemption for a few years from taxation. 

(2) The making of the processes of realisation of money easier than 

at present. 

(3) Initial stamp duty less than at present. 

Not more than one-tenth of the capital of the industrial or trade banks 
•■should be locked up in any one concern financed by it. No directorial obh- 
■gation should faU on the heads of the financing banks. The investment 
trusts can easily undertake this sort of financing and in the case of all the 
.investment trusts in England such an informal rule exists. This rule should 
hold good in the case of an Investment Trust alone. 

But I am sorry that the real problem of industrial regeneration has been 
•overlooked by the terms of this questionnaire. 

An economic survey of each pro^vince should be made ■with as little delay 
.as possible. The possibilities of new industries that can be started can be 
on^visaged. Without this preliminary reconnahsance it is not advisable to 
start industrial banks for each and every province. After all the Tata In- 
dustrial Bank did not find much demand for industrial capital. It had to 



^ance its own iodustrial ventures and as this was the case it had to conduct 
exchange operations and general hanking at the same time. Journalistic 
enthusiasm has been responsible for setting up this cry. But a dispassionate 
analysis would point out that the existing industries can fall under three head- 
ings : (i) large-scale factory-type industries, such as the cotton miU industry, 
glass, enamel, pottery, iron, jute, leather, paper, etc., (ii) small scale factoiy- 
type concerns engaged in the production of silk goods, biscuits, condiments, 
bangles, leather goods, oil-cloths, waterproof cloths, coir and ropes, bidis 
(Swadeshi cigarettes), umbrellas, soaps, medical instruments, candles, copper 
and bell-metal articles, cutlery, hardware, ornaments, rice mills, flour mills, 
etc., (in) uidustrialised agriculture, viz., tea, coffee, cocoa, lac and oil-seeds, 
etc. A glance at the blue book “ Large Scale Industrial Establishments 
would give detailed information under the above headings and the annual 
blue book issued by the Registrar of Joint Stock Companies would give 
detailed facts and figures of the capitalisation of these companies . 

Considering the unemployment evils which are fast arising in our society 
it behoves us to start industrial ventures where there are possibilities of success. 
For instance, it is an undisputed fact that glass, hand loom weavmg, silk goods, 
cigarettes, matches, buttons, perfumes, paper, paste board, leather arts, 
cutlery and hardware, toy manufactures, brass fittings, soaps, biscuits, con- 
diments, pencils, hydro-eloctrie schemes and chemical industries can bo started 
in this country, provided there is a suitable conjunction of financial resources 
and industrial talent and adequate business organisation is forthcomieg. 

In the case of the existing industries the most successful method of financ- 
ing further needed extensions is to build a big reserve out of the undivided 
profits and the floating of debentures under the aegis of the Board of National 
Investment. The first depends on a successful board of management. 
The second depends on the availability of saving.^ in the capital market. The 
intermediaries to arrange the debentm-e flotation are to be the investment 
trusts. , 

Well estabhshed dividend-paying industries have never suffered any 
disadvantage on any scale under the heading of lack of capital supply. One 
must speak highly of the capacity of these boards for their ability to float 
debentures abroad. The managing agency system, under which several of 
these bigger industries are being worked, looks after the securing of the needed 
finance and this is one virtue of the much-abused managing agency system. 
Current requirements or floating capital can be secured easily. 

II. — Financing of Foreign Trade. 

Orthodox foreign exchange theory asks us to analyse supply and demand 
for understanding the fluctuations in the exchange rates. The modern ex- 
ponents of this theory like Cassel, Keynes and others consider the purchasing 
power parity as the true indicator of the trend of changes in the foreign ex- 
change rates at least in the long run. Duriiig the short period speculation, 
budgetary situation, capital movements, and the bujing ana selling of ex- 
change funds exercise then influence. Due to the fact that the Government 
of India pursues a policy of stabilising exchange the deviations from the ar- 
tificially established par cannot be very wide nor lasting for a long time. 
During the slack season the exchange rates would be at the lower level or gold 
export point and unless monetary stringency were to act as a buoy, exchange 
practically would be only roughly d. 1/32 or 1/64 above the gold, export point 
from the country, viz.. Is. 5d. 49/64. Within these limits it is the exchange 



banks that receive exchange news from the chief important centres of the- 
world that determine the rates every day in the foreign countries. These 
are published in the local newspapers on the next day. The other Indian, 
joint stock banks who conceivably conduct foreign exchange on a limited 
scale for their own customers adjust their rates on these foreign exchange 
bank rates. Though there is not much brisk activity on the part of the Indian 
exchange brokers some amount of arbitraging in exchanges and dealings in 
futures are entered into on their owm account. They are undoubtedly busy 
makmg and receiving quotations of rates from merchants and banks and it 
is not germane to this topic to discuss their activity and bustle at the tele- 
phone. Their anticipations, however, do contribute something towards 
levelling the exchange rates. 

Gharacierisiic features of exchange fluctuations. 

A scientific study of the exchange rates points out that there are two- 
distinct features, viz., the strengthening of the exchange rate in the busy 
season and the slackening of the exchange rate in the monsoon season when 
it is at the lowest level. This general movement is usually smooth and no 
wide range or spread of fluctuations presents itself. The lack of trade or 
export bills, the abundance of money in the slack season which is usually 
in the first oificial half of the year (April to September) and the floating of 
the rupee loans whose sole proceeds have to be converted into foreign currency 
to finance capital expenditure on goods explain the low exchange rate of the 
rupee. This is the period of weak exchange. Expanding trade, increased 
export bills and tight money conditions raise the exchange rale to the gold 
import point of the country. This is the period of strong exchange. Each 
successive season these features are reproduced with almost clock-like regu- 
larity. Under the Gold Exchange Standard system there was a literal pegging 
of the exchange rates of the silver rupee and no great deviations or spread 
of the rates could be, noticed in either of the seasons. The releasing of gold 
or gold exchange from the Gold Standard Keserve at the gold export point 
from the countrj- and the purchasing of unlimited quantities of sterling, 
whether required for immediate bond fide expenditure use of Govern- 
ment or not when the exchange rate is fast rising, are the present day methods 
to emb , the exchange fluctuations. Acting as the currency authority 
Government have been in a position to have tolerable control over the ex- 
change market. On the whole the system has worked fairly well. At certain 
times Government did not resort to the release of gold from the Gold 
Standard Reserve at the gold export point but have used the “ defence 
Treasmy Bills ” to contract currency and steady exchange at Jj6id. higher 
than the gold export point from the country. Similarly, gold might not have 
been permitted to enter the country by purchase of sterling at rates lower 
thai the gold import pomt of the country. 

According to some measure or other the cherished object of the stability 
of exchange has been realised. The statutory obligation under the Indian 
Currency Act of 1927 is being fulfilled. Exchange remains pegged at thb 
Is. 6d. ratio. The banlcers who dislike the Treasury bills floated at competitive 
rates or even higher rates than what the banks pay might have noticed 
a few malpractices. Government are undoubtedly feeling the swain 
to maintain exchange a burdensome one but the net result that the ratio has- 
been>obs3rved must be conceded. The status quo has always been maintained 
nnd there was no serious exchange slump at any time during these two years 
under the regime of l5. 6d. ratio. 
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Presml-day characteristics of the exchange market. 

Throughout this vast coutinant there is not one important city that 
«an be calfed the New York or London of India. The position of either the 
•Olive Street of Calcutta or the wider money market of Bombay cannot be 
compared with that of the Wall Street in America or that of the Lombard 
Street in the United Kingdom. Though Bombay has greater share of ex- 
change dealings than either Calcutta or Madras, it would be entirely erro- 
neous to minimise the importance of Karachi and Rangoon as important 
■exchange markets. 

The first salient characteristic of the exchange markets is the close com- 
•petition that exists in the market. This can be easily discerned by noting 
the narrowing of the exchange points. While formerly the difference used 
to be ranging from 1/2 to Id. on a rupee the present-day difference is only 
i/32d. on the average. Differences in exchange might sometimes be as low 
as l/64d. or even worse as compared with the fair difference of the earlier 
'days. Direct rates between Calcutta and the foreign money centres other 
’than London have also been established under the stress of free competition. 
•But such firm connection as exists with London is not to be mot with in the 
‘case of the foreign centres. 

Nextly, many exchange bills D/A and D/P have arisen under the docu- 
mentary credit principle. With the growth of the volume of trade the market 
%a 3 become wide as well as steady. Bankers’ clean bills have also arisen 
'to a certain extent. A clean continuing letter of credit is not generally issued 
"to the Indian importer as yot. So far as the time length of the bills is con* 
'cerned, thirty, sixty, and ninsty days’ bills have come into vogue. Sterling 
■’bills are predomin'int and there are not very many rupee bills oven in the 
matter of our trade 'with the Eastern countries. The lack of an open discount 
market precludes the early development of the rupee bills and the absence 
X)f the latter has been rendering it difficult to create short term money market 
■where these can be discounted. This is the vicious circle facing the banking 
•reformers at the present day. The habits of the merchants and the indus- 
trialists also must change before bills of exchange can become more abimdant. 

Manufactured bills ” for emergency ciurency purposes arise in the busy 
season and practically disappear when the Imperial Bank realises no such 
"necessity. The market for the exchange bills consists practically of the ex- 
change brokers and the exchange banks. There are not a large number of 
buyers of hundies in the native bazar oven as in the case of the newly created 
bill market in the Federal Reserve Banking system. The sole burden of 
^ancing exports and imports consequently falls on these foreign exchange 
banks and the London money market in so far as the latter rediscounts the 
export bills of the exchange banks. 

Again there is not much of bank acceptance by the Indian joint stock 
Banks as in the case of the London Acceptance Credit or the Federal Reserve 
.Banking ayetem of America. Unless an extensive use of bank acceptances 
is forthcoming .and an adequate market exists there would be no proper co- 
•ordination between the activities of the two kinds of banks, viz., the exchange 
-and the commercial banks. The absence of the rupee bills in the import trade 
ds still a marked feature. If the exchange banlts need adequate funds for their 
operations in India, there is at present no means of rediscounting or disposins 
•of tlieir import bills in this country. They fall back on the Imperial Bank 
iand secure advances "on seemities or. rediscount their D/A export bills in 
-ijondon and send their resources to finance their Indian business. 
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The Imperial Banh and, the Exchange Banks. 

V ■' 

The old historical error that the exchange banks financed foreign trade 
solely ■with the help of their o-svr capital resources during the years 1860 to 
1900 needs no refutation at all. The Imperial Bank of India finances foreign 
trade only when it helps the exchange banks who might feel reluctant to 
move funds from London if better money rates were to prevail there or if 
rapidly fluctuatiiig exchange rfites wnuld threaten to involve them in heavy 
lossesif they were to resort to London, If Indian rates are not liigh enough 
the same result would happen. The exchange banks would secure advances 
on securities from the Imperial Bank and dependence on the Imperial Bank 
becomes a marked feature at such times. Thus it indirectly contributes at 
such time towards the financing of foreign trade. But if Government 
were to force the Imperial Bank to raise the Bank Rate to 8 per cent, as it was 
done m February 1929, it might tempt the exchange banks to remove funds 
to India, but much depends on the prospects of the money rates in London 
and India rather than anything else. The fluidity of capital depends more 
on interest rates prevafiing at the time than any administrative measures. 
It- would not be far -wrong to say that under certain circumstances the Im- 
perial Bank might be forced to feairce foreign trade also. It must also be 
remembered that the Imperial Bank is allowed to conduct foreign exchange 
business to meet the personal requirements of its customers alone. This 
amounts on an average to about six crores of ruj)ees. 


The defects of the present-day Foreign Exchange Banks. 

The chief counts , of indictment ' against the powerful foreign exchange 
banks as they exist now are that they compete ■with the Indian joint stock 
banks not only in the matter of securing deposits but in financing borrowers 
in the slack season, that they drain away resources from this country for ser- 
vices which can be performed equally efficiently by progressive domestic 
banks, that they promote trade in materials and the industrialisation of the 
country is no definite policy of their own, that they refuse to adapt themselves 
to the requirements of a great agricultiural country like India where produce 
advances are more necessary and should be made freely, that they do not 
teach us the principles of foreign investment banldng, that they stoop to 
unfair tactics against budding rivals, that they are tending to amalgamate 
with the London joint stock banks and our future economic development 
might be served’ well or ill by these huge financial leviathans, that they do not 
give an adequate return for the “ open door policy we maintain, that they 
form a compact homogenous group and give no positive encouragement to 
the Indian bank officers to rise to positions of responsibility, that they tend 
to drain away funds from up-country centres to the ports in the busy season 
thereby leadhig to better financial facilities to exporters rather than the cul- 
tivators and industrialists, that they have not set up economic standards of 
bank management and organisation before the Inffian joint stock banks 
who are financing internal trade requirements and that they will not fit in in 
a nationally managed banking service Avhich may be planned in the near fxiture 
to develop our ' national resources and create productive industry. In short, 
they refuse to be instruments of national progress. In view of their past 
opposition to the Central Bank proposals, it is likely that when the Cen- 
tral Bank is ^ started, they would j>ossibly refuse to co-operate with. it. 
Its resolute leadership' might be opposed by these banks and Central Bank 
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control miglit become a mere fantastic dream. Almost a deafening and 
tumultuous roar of criticism -would be levelled against their uncharitable and 
uninspu’ing conduct before the Central Banking Committee. Jso ono need 
be surprised at the particular animus that might bo (hsplajvd by the critics 
but the ebullition of national feeling is such that many unjust accusations 
will bo levelled and their little foibles would bo magnified into serious mistakes, 

Tiie above formidable list of their shortcomings and defects does not 
mean that they are not of any use to this countrj’. As models of sound finance 
tho Indian banking institutions can of course learn something. The Indian 
depositors would also have to be grateful to them and every failure of an 
Indian bank has mdirectlj'- added to their prestige and deposit-attracting 
capacit}’’. Thoir skill, freedom from dishonest manipulation of bank funds 
for directors’ p 't schemes and tho maintenance of liquidity of their resources 
are indeed objects which ought to be tho subject of proper emulation on the 
part of the Indian jomt stock banks. Those have contributed much to 
raise the level of their steady profits which the exchange banks declare at 
Ijresent. 

In view of the fact that the Il’orld Economic Conference has passed re- 
solutions to tho effect that “ no discriminatory legislation ” against foreigners 
should be passed and in view of tho powerful influence tho exchange bankers 
wield in tho London financial circles it would bo impossible to enact any 
punitive or provocative taxation measures against them. Similar well- 
drafted laws which car be applied to our domestic banks can be imposed on 
them. A slight return for tho trading privileges can be secured. Tho system- 
atic training, of Indian apprentices in tho art of banlving can be secured 
out of those refractory exchange banks. But if any further penal measures 
are to be thought of such as increased taxation or tho withdrawing of the 
right to attract deposits or the denying of tho right to open branches in the 
interior of the country, they can easily evade them by registering themselves 
with rupee capital as local banks. Such has been tho case in Spain. As the 
Indian field is wide enough to permit the .successful working of a number of 
banking institutions they would not lose this opportunity to defeat tho real 
intentions of any penal legislation that can be enacted. But as I have stated 
elsewhere if these local banks are forced to maintain an up-to-dato register 
of shareholders, rhero would bo no possibility to escape tins legislation. Eor 
the purposes of this act it can be enacted that all banking companies whoso 
shareholders'' list has more than two-thirds of its members from outside 
the country should bo considored as foreign banking companies. Witliout 
a real change of heart it would bo difficult to make them realise our require- 
ments. Our appeal to thorn to ^act as iudispensahlo adjuncts to a nation- 
wide hanldng sj’stem would bo vain. Tlic real remedy then is to proceed 
cautious!}'- and though oiu- policy should be based on tlio justifiable motive 
of destroying all vested interests the retention of these hanks as useful com- 
plements in onr banking organisation is the only wiso alternative that is left 
to us. 


The financing of onr foreign trade irith domestic resources. 

It has already been pointed out how under certain circumstances tho 
Imperial Bank’s funds might he utilised by the exchange banlcs to finance 
our export trade. The lack of co-ordination between internal and foreign 
trade financing breaks down nnder those circumstances. If the Central Bank 
Or the Beserve Bank were to loan its exchange funds at low rates of interest 
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.alter taking iDroper seciuity from the domestic exchange hanks, the financing 
'Of foreign trade with home funds can be accomplished. Under certain cir- 
cumstances such as abnormal exports these resources might be reduced or 
tightened. But a syndicate of bankers can then bo formed to ease the situation 
if the Bank of England refuses to help the Central Bank by rediscounting its 
bill assets in London. A syndicate of bankers specially formed for the purpose 
can be utilised in financing the export bills. It might so happen that the local 
exchange banks might become saddled with huge London credits arising out 
of the purchase of export bills. The Central Bank can, however, purchase 
these exchange funds by issuing an equal amount of notes at home, if such an 
abnormally one-sided export trade Avere to lead to the piling up of exchange 
iunds abroad. This is how general trade prosperity fluctuations can be 
■financed by the help of^the Central Bank’s resources. 

In the case of general trade adversity fluctuations when India has to pay 
the foreign countries the Central Bank can mobihse the foreign investments 
held by the Indian people. These can be sold abroad Avhile it pays the Indian 
'Owners of the same in rupees. It can float temporary loans abroad to have 
exchange funds for the purpose of meeting drafts on the same at the gold 
export point from this country. Tho undue slump of the exchange can be 
rectified by this method if especially the price movement tends to be relatively 
•stable or constant. There would be no verj’- great alterations from the purchas- 
ing power parity unless the exchange dealers lose all confidence hi the early 
revival of trade. As those tend to watch the draining away of the exchange 
Tunds kept abroad by the Central Bank their gloom tends to increase. These 
speculative fluctuations might complicate the situation and retard tho process 
of recovery but their bias would soon become corrected if trade folloivs the 
normal course and gives rise to tho net balance of payments as in normal 
.years. 

The seasonal exchange fluctuations due to seasonal variations confine 
■themsolvos to tho range of a feiv points. Tho Central Bank can easily continue 
the pegging of exchange between tho specie points by selling gold or foreign 
exchange at the gold export point and check tho rise in exchange above the 
gold import point by mobilising gold or gold exchange in its vaults and intro- 
ducing notes against tho same at the gold import point. Mere gold move- 
ments would correct tho situation. Tho Ricardian theory of outflow and 
inflow of gold Avould preserve the exchange level intact Avithin the gold specie 
points. A programme of comparathm stabilisation of internal prices by the 
'Central Bank would tend to stabiUse exchanges at the same timo and the dual 
objective of relatively stable prices and tolerably stable exchanges can be 
•secured without any great friction cither to business or banking under an 
intelligent control and management of the ncAv gold standard. 

All this presupposes the existence of the Indian exchange banks and a 
'Central Bank Avnlling to help them so a.s to finance Iirdia’s foreign trade at 
home Avith domestic resources. Since tho dismal experience of the Tata In- 
dustrial Bank it is becoming practically impossible to create strong Indian 
joiat stock banks for conducting foreign exchange business alone.'' Pro- 
posals have been made that an Indian exchange bank would have to be start- 
ed or tho present Imperial Bank can be converted into an Ind-'an foreign 
exchange bank. Considering the impossibility of raising large capital for 
banldng business, at least on this side of India, it would be far better to, create 
an Indian Overseas Bank which AAmuld have a part of its capital raised out of 
individual capitalist’s subscriptions and the remainder contributed by the 
(present 'Indian joint stock banks. ’ It would easily be possible to raise a large , 
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amount of capital according to this method for conducting exchange husinose. 
at a remunerative scale. If the Indian exporters command better prices for 
their export bills at the hands of the Indian Overseas Bank, the business of 
financing export trade would easily be attracted by it. The Indian Overseas 
Bank should maintain always in its initial stages rates about one or two points 
more favourable than those of the foreign exchange banks in this country. 
If the exporters secure greater resources by solhng their export bills to the 
Indian Overseas Bank, than it would bo the case when they sell them to the 
foreign exchange banks they would flock to the standard of the now bank. 
If the Central Bank were to help it Avith funds for this purpose at a low rate of 
interest, more export bills car bo finarcod by the Indian Overseas Bank. More 
rupees should be granted by the Indian Overseas Bank Avhen piu’chasing the 
export bills at differential rates. Of comse rate eutting would ensue and for 
quite a long period the foreign exchange baiilcs would prove to be effective 
compotitors. Similar should be the treatment shown toAvards the importers. 
They should be securing greater return ir foreign currency by flocking to the 
standard of the Indian Overseas Bank than AA’hen thej’' resort to the foreign- 
exchange bank. It is only by this way that avc can hope to create an insti- 
tution meant for conducting foreign exchange business AAuth domestic resource.. . 

This is the only way of defeating the present monopolistic character of the 
foreign exchange banks over the exchange situation. This docs not mean 
that the rupee sterling exchange would not rule the day in the near future. 
All foreign exchange rates Avould be resting on the rupee-sterling rate for as 
in the case of most other countries avo pay our indebtedness in London. We 
hold foreign balances in London and any exchange rate Avould be depending 
on the rate of exchange on London and adjusted by a current rate of other 
country — London exchange. 


Its advantages. 

It remains for me to point out the main adA’-antages of financing our trade 
entirely with the help of our domestic resources. An unnecessary tribute is 
being paid to the London bankers who accept om bills and discount them in the 
London Money Market. Payment in sterling Avould be aAmided and exchange 
risks need not be thought of. Though the Gold Exchange Standard gives 
some amount of protection against fluctuations the resulting inconvenience 
to the Indian exporters in receiving a sterling bill and selhng them to Indian 
exchange banks to receive rupees for them can be avoided. The Indian 
importer likeAvise suffers in haAdng to pay a sterling bill draAvn against him. 
Dealings in future can eliminate all exchange risks. 

The privacy of a discomrt market and the keeping of trade information 
would be achieved under this system. The neAAdy arising national pride 
resents the financing of om trade solely by means of sterling bills. 

Eree opportunity for a safe and sound employment of short-term hquid' 
resources would be found in the discount market. The unAvholesomo over- 
investment of funds by the present-day Indian joint stock banlis in gilt- 
edged securities can be checked. The immobilising of the bank funds arising 
out of excessive investment is a grave evil to the existing Indian joint stock 
banks for it leads to an unwholesome concentration of funds in one direction 
which is bad finance. The discounting of internal and external bills draAvn 
in the course of trading would diminish the opportunities in the above direction- 
of over-investment in Government securities. 
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Nextly, tlie Central Reserve Banlc -would be po-werless and ineffective 
•to control credit if the discourt market does not exist. Under the new bank- 
ing conditions that would exist if a Centi-al Reserve Bank -were to be created, 
•this active participation of the Central Banker would have a beneficial influence 
on the market. To guide and control the other banks and to regulate interest 
rates and money conditions the Central Bank must have liquid resources to 
' efficiently discharge its public trust of checkiug undue credit expansion and 
easing credit when it is unwisely re.stricted. The smooth and gradual control 
•over the discount and the money market is possible only if the Central Bank 
can have these bills marshalled in a steady succession of maturities. As a 
recent writer says “ bills discounted and bought in the open market offer an 
ideal current of maturities. Certificates of Government indebtedness are a , 
poor second. Government bonds and treasury notes have no liquidity at all 
on the basis of early and successive maturities. Then value as mstruments of 
credit control must depend entirely on thoh ready saleability, a quality which 
they fortunately have to a high degree It might indeed be true that the 
Rederal Reserve Banks conduct open market operations with the help of 
Government securities rather than bairker’s bills. As the open market opera- 
tions are undoubtedly beneficial to a certain extent these would have to be 
pmsued by any Central Bank and an organised money market would be essen- 
tial for the success of its measures. It is admitted by Sir. J. S. La-wrence 
even, that “theso open market operations would be very helpful at the time 
of gold movements, quarter-day adjustments, the attraetion and discourage- 
ment of international commercial financing and the removal of undesirable 
items from the bank balance sheets ”. The larger ideals of price control and 
business stabilisation may not be achieved by this “ delicate touch ” or lever 
•of the Central Bank. Considering the manifold advantages that would arise 
by the creation of a discount market and the financing of our foreign trade -ndth 
the help of domestic funds and realising that both Japan and the United 
•States of America have organised similar attempts to remove their dependence 
on London, our objective should be in this direction. It is mdeed true in both 
these cases that the attempts are not very successful as yet. But they pomt 
out unmistakably which way the banking progress lies. A sustained endea- 
vour has to be made by the Indian bankers in this direction. Nothing is so 
important in the whole field of banking reconstruction as this. 

One fundamental feature of this banldng reconstruction should aim at 
■diverting the surplus home or domestic funds for the financmg of foreign trade 
and vice versa, i.e., surplus of foreign funds for financing home trade and indus- 
-tries. The more extensive use of bank accexfiances and an adequate discount 
market would facilitate the financing of foreign trade. In financing imports 
Tupee bills ought to be developed. Specialised discount houses ought to 
conduct this operation. It is foreign interest-bearing bills that predominate 
in the import trade. No foreign exchange bank furnishes us vdth a report 
on this situation and most of the bills are dra-wn in s-^orling and are ke|jt till 
maturity in this country and are not rediscounted in this country. 

Other ancillary measures. 

Nextly, the initiation of a programme which involves thoroughgoing 
co-operation between the Central Bank of this country and the Bank of England 
•would be essential. Othermso the Anglo-Indian exchange banks -will refuse 
to obey the penal rates of rediscounting imposed by the Central Bank and 
resort to the Bank of England or the London Money Market. An independent 
’monetary policy on the part of the Central Bank would never be effective if 
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the 230werful foreign exchange banks with their rich shareholders, intelligent- 
direction and financial supi^ort from London wish to run counter to the course 
of action proposed by the Central Bank of Issue of this country. 

Finally, the Central Bank of the country should be intelligent enough to- 
understand the drift of monetary condition in London. If high money 
rates were to prevail in London, the use of the exchange fimds on the caU' 
market would enable the Central Bank to secure greater retmn than before 
and conssquexitly induce it to lower tho Indian rates. The Indian exchange 
banks would do it, if tho Central Bank does not punsuo this method. Thus 
it has to co-operate with the London Money [Market and tho Bank of England. 
Their mutual j>olicios should not normally create disturbing influences in tho 
different centres. The question of securing adequate fimds can bo solved, 
easily by allowing tho Central Bank of this country to secure access to the 
London Money Market and rediscount its bids at the Bank of England. It 
would also facilitate tho stabilising of the monel’’ market ir this countrj', and' 
i\*ith lower rates prevailing in this country Indian funds can even be removed 
to London. That this can bo accomplished in duo course of time need not 
be doubted. 

Our flan ahead. 

Although tho cliicf meritorious characteristic of the present-day financing 
of foreign trade lies in our possessing specialising exchange banks which do not 
usually tie up their resources in long-term investments in industries or agri- 
culture, still tho main improvement needed is the financing of foreign trade with 
domestic resources. It '•hould be done -with the aid of funds raised inside the 
country. The would-be Central Bank can accomplish much in this direction. 
Besides securing exchange stability witliin tho specie points, its endeavour 
should be in thi direction of lielping tho Indian Overseas Bank wliich would 
have to be created with co-operative action or the part of tho public and tho 
present-day Indian joint stock banks. Acting as tho central co-ordinator 
of banldng funds it can take up an active part ir controlling credit not only, 
by lowering or raising discount rates but by buying and selling exchange bills 
at the rime the exchange rates deviate from tho"^nornial points. Financial 
co-operatiori between all th'‘sc agencies would easily enable us to finance oiu 
foreign trade. Tho use of bank acceptances and the develoj)mont of a dis- 
count market have ahead}’ been pointed out as tlio other necessary measures 
to popularise the rupee bills and they can be draini in our imjjort trade. 
Tho use of bills in place of cash credits in tlie matter of finaucirg the merchant’s 
requirements ought to take jilaco. Regular .specialising discount houses would 
ease the situation greatly. They can buy bills at banks and act as intermedia- 
^les betn een exchange ^ deal er.s and bankers and between merchants and 
bankers. If Indian joint stock banks gii-e up other entanglements and spe- 
cialise in foreign exchange business, they can easily succeed if they conduct 
sound exchange banking. 


Conclusion. 

A comparative prioo-steadying programme, a proper external borrowings 
policy on the part of Government, individuals and gimsf-public bodies, 
a carefully framed note-issuing privilege and the extension of loans by the 
Reserve Bank on commercial jiaper or bills or notes instead of Governrnent 
bonds thus restricting the scope for exchange speculation are some of the- . 
most important measures which our Central Bank would have to bear in nmd. 
ihese ancillary reforms are essential if the vital question of financing foreign 
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trade with, domestic funds can succeed. With the prosperity of her great 
exporting industries such as cotton, jute, tea, hides and skins, increasing eifi- 
ciency of labour, a mercantile marme of her ovni which reduces the invisible 
payments under this heading and the prosperity of Indian people emigrating 
abroad which would tend to an increase of renaittances into the country, the 
net balance of payments would always be in her favour and this fundamental 
factor would greatly facilitate the task which the Central Bank would have to 
take up in right earnest. Facilitating free gold movements in normal times 
and making provision for meeting extraordinary situations as slumps and 
general trade prosperity fluctuations, the exchange situation can always be 
controlled by the Central Bank. Under an enlightened and consciously con- 
trolled Central Bank which carefully manages its foreign port -folio the present- 
day Government arrangements for gold exchange funds would disappear. The 
successful management of the new gold standard by the Central Bank would 
tackle the situation and eliminate all exchange fluctuations which are very 
demoralising either to business or finance. The resumption of the new gold 
standard without exchange -pegging devices will limit the possibilities of 
exchange speculation at any time. Its liberal help to the Indian Overseas 
Bank or the Indian exchange bankf alone can hope to do something in this 
direction of financmg foreign trade vuth domestic funds. The present-day 
tendency of maintaining an Imperium in Imperio would be checked and the 
foreign exchange banks recognising 1 he different or changed political situa- 
tion ahead might resort to the tactful method of offerirg a portion of their 
increased capital for subscription in this country so as to placate public opinion, 
but the stigma attached to the “ foreign banks ” would always remain and the 
local people would securely support and favour local banks. Thus the attempt 
of the foreign exchange banks would become futile if an intelligent and per- 
sistent effort is made by the local banks to finance foreign trade. Entrenched 
strongly in the favour of the local people these local banks can Avith the mmi- 
mum of legislative interference undermine the position of the foreign and 
Anglo-Indian exchange banks. This is the only rational way of providing 
an effective solution for a potentially inconvenient banking monopoly. The 
formulation of such a well-conceived plan would be far more advisable than <■ 
the enacting of futile and mischievous programmes to limit the services of the 
present-day foreign exchange banks of this country in the direction of financing 
our growing foreign trade. The cry that the present number of foreign ex- 
change banks is already m excess of legitimate requirements will of course be 
raised but it ought not to be allowed to side-track our efforts in solving the 
main problem of this country. Political independence without financial inde- 
pendence is a misnomer and a will-o’-the-wisp. It is like grasping the shadow 
instead of the real substance. 


III. — REGT7LA.TION OF BANKING. 

Questions 6 and 7 . — ^It is admitted by all students of banking in this country 
that the Company Law imder which the banking companies have to secure 
incorporation is grossly imperfect and inadequate in several cases. The 
Indian Companies Act of 1913 closely followed the English Companies Act 
of 1908. The amendments, of 1913, 1917, and 1928 and the Consolidating Act 
of 1929 which has-come into force from November 1929 have introduced desir- 
able changes in the working of the English Companies Act. These, doubtless, 
were arrived at after an experience of several years and would doubtless be of 
groat value to the Indian companies and the banking organisations as well. 
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Such e'.riy reconstruction seems to be necessarj’- in this coimtry to check 
Tiniiesirable frauds, risks, and practices Avhich tend to mar the joint stock form 
of enterprise. Attention will be drawn to these salient featxures of reconstruc- 
tion which ought to be incorporated in our bankiug legislation -which might 
be enacted as a result of the suggestioirs of the Banking Committee. 


Incorporation of Banking companies. 

It is indeed true that the Registrar of tlie joint stock companies in 
India has power to prohibit new companies to bo registered with any name 
identical -with that already in existence. AVhen the National Bank of Indore 
wanted to be incorporated under that title, the National Bank of India objected 
to tho title and it was decided after all to i)rohibit the nenlj’’ started bank 
from accepting a name resembling that of tho older institution. A penalty 
ought to bo imposed on such suggestions. Similarly, there should be regulations 
prohibitmg the use of the words “ Co-operative ” or “ Chainber of Com- 
merce ”, without tho permission of the Registrar of the joint stock companies 
who might also conveniently administer the nowlj’- framed banldng law. 

Tho commission charge that has to be paid for undervTiting the shares of 
banking companies should be limited to one-tenth of the price at which they 
are floated or issued. All those details are to bo clearly’’ stated in a prc.scribcd 
form which must be lodged before the actual payment of tho comxni.ssion. 
Similar discounts or other commissions paid should bo clearly’ stated or else a 
fine of Rs. oOO may bo imposed on tho officer of the banking company. 

Permission to decrease or increase tho capital of tlie company by issuing 
redeemable shares and issue of shares at discount ought to be granted to the 
banldng companies as well as the ordinary companies. Tho accumulation of 
capital reserve fund can be permitted for redeeming tho shares. No fxirther 
stamp duty need bo paid if new shares are issued in place of redeemed pre- 
tarence shares. 

The oral transfer of shares in order to evade the paymicnt of stamp duty 
has to be prohibited. 

The object of tho new regulations should be to establish banking compan- 
ies upon the secure foundation of an ample capital subscribed and an adequate 
preparation of such capital paid up and governed by’^ the above rules "will 
promote the safe conduct of those companies. TJie present-day banldng 
system of capitalisation has mischievous efft'cts and if the measure which 
requires the paying down of at least half of the subscribed capital at tho start 
of rhe banking company’s business and the remainder within twelve months 
is adopted, it would* bo sufficiently Avido enough to remove most of the mis- 
chievous consequences arising out of flagrant disregard of tho same by some of 
the joint stock banks. 

In order to facilitate the amalgamation between two banldng companies 
the neAv law should facilitate the reconstitution or amalgamation by permitting 
the transfer of assets and liabih'ties of tho transferor company’’ to the transferee 
company w’ith the permission of tho Court. Dissolution without winding up 
should bo permitted. Relief from capital or transfer duty’ is to be permitted 
in cases of amalgamation and roconscruccion. Without such facilities tho 
rationalisation of the banking industry is impossible in this country. Such 
n thing is permitted in the "United Kingdom under Sections 55 and 31 of the 
Finance Act, 1927 and 1928, respectively. it- 
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The Court should be empowered in the case of a winding up of a bank to 
•appoiut an officer of the Bankers’ Association to conduct this economical 
and convenient winding up. (For the powers to be granted to such an Associa- 
tion and its duties, see my “ Present Day Banldng in India — chapter on 
Danking Organisation.) 

The Court must be empowered to declare that all officers who have been 
■declared guilty of fraud should be prohibited from managing the banking 
company for a period of five years. Any violation of this order should make 
the person liable to two years’ rigorous imprisonment. 

Any fraudulent trading with the banking company’s money must be rigor- 
ously dealt with and two years’ rigorous imprisonment must be levied on all 
such officers, directors or others responsible for this fraudulent mis-metnage- 
ment. Any officer convicted mrder this Section should be prohibited from 
becoming a bank director in the future for a period of, ten years. 

Share hawking m the case of banking company’s shares ought to be pro- 
hibited. Purchase or sale in this manner should be declared illegal. 


Sections referring to foreign bnnhing companies desiring to conduct banldng 

business. 

In view of the prevailing desire and earnestness on the part of the public 
to prevent competition of the powerful foreign banks with the newly started 
Indian joint stock banks the banking law Avould have to be stiffened in this 
-direction to satisfy popular opinion in this respect. That such lav-^s exist in every 
other banking system except that of the United Kingdom provide another 
justification for the same. Firstly, a license fee should be levied by the Regis- 
trar of the joint stock banking companies and like restrictions which are im- 
.posed on the domestic banking companies in the country of their origin can be 
imposed on the foreign bankhig companies. Secondly, these foreign banks 
can be asked to deposit Government securities as the foreign insurance com- 
■panies are asked to do. Thirdly, the imdertaking of deposit business on the 
part of the newcomers can be restricted. Fourthly, the openmg of branches 
in places where the Indian joint stock banking companies are working can 
be restricted by the law by merely stating that permission to open such branches 
would require the sanction of the Registrar of the joint stock banking com- 
panies who has always to be guided by the principle of protecting the domestic 
banks from uneconomic competition. Fifthly, a special taxon the turnover 
of exchange operations can also be levied in preference to the existing taxes 
paid by them. Finally, the submission of periodical returns as it would be 
the case in the matter of the Indian joint stock banking companies can also 
’be enforced. The most important of aU is to impose' the necessity of appoint- 
ing Indian citizens as bank managers and a decent proportion of the bank 
staff should also consist of the Indian people. Such a law exists in nationalised 
Turkey. The existing foreign banks can be allowed to work subject to all 
these regulations except regulation three. The rationale of this exception 
-ds that it would otherwise increase the hoarding habit on the part of the people 
who are now depositing their savings in these b?nks. I know many nationalist 
-economists (who are editors of vernacular journals and who was eloquent on 
all occasions on the necessity to patronise everything Indian) — ^who openly 
-deposit their savings m the foreign banking companies in preference to the exist - 
-ang Indian banks. Sentiment is after all only skin deep in the case of most of 
•these patriots. All the other regulations cannot be immediately complied 
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"witli and some time should be given to these foreign exchange banhs to conform 
themselves to the newly enacted law. It might be that some of the existing 
banks might like to defeat the intention of" the law by forming local banks 
with the help of few local capitalists but this need not be considered a dan- 
ger so long as provision exists in the banking law of the country which makes it 
compulsory for the local banks to keep an accurate index of register of the 
shareholders which has ahvays to be brought up to date. A company can 
be declared as owned by foreigners if two-fifths of the amomit of the share capi- 
tal is held by aliens not residing in India. These foreign banlcs should be 
subjected to the above regulations. The Registrar of the joint stock banking 
companies should have the power to examine this register of the shareholders 
of ail the banicing companies started locally. 


JV. — Baxjiixc Ex>I7CATJOX. 

General. 

Indian commercial education has made vast improvements during the 
first and the second decade of this century. In spite of the persistent decrying 
of the quality of commercial teaching a largo and expanding system of commer- 
cial education has arisen. Besides private unrecognised commercial schools, 
the Provincial Governments have started in most cases commercial schools 
and some of the Universities have recently recognized the commercial degree. 
Undoubtedly it would soon fill an important place in the cducatioral curricu- 
lum of our schools and the Universities. Improvoinonts in the technique and 
equipment of the commercial schools and colleges arc also noticeable. Those 
must bo considered as significant achievements. 

But it is still not n^arl}’- good enough. It falls short of the actual needs of 
the society. The commercial education is assailed on both flanks. FLr.stly, 
it is inadequate in amount. Secondly, defects of quality and suitability can 
also be pointed out. 

These defects of quality can only bo remedied by spending more. Taldng 
Bengal into consideration the higher commercial education is purely in the 
hands of the Calcutta University whereas olomentary commercial education is 
in the hands of Government which maintains a commercial school of its 
own. Apart from the administrative defects arising out of it, the need for co- 
ordinated progress of educational facilities becomes too apparent. From the 
elementary commercial education right up to the higher stage of the University, 
commercial education .should bo unified in single hands. Another grave feature 
is that the distinction betAveen the two is more of a class rather than any real 
competence. It sometimes happens that the same University teachers are 
working in the commercial school and the quality of teaching does not generally 
become different in the different classes. 


Reforms proposed. 

1. The universalisation of commercial education , — ^It might not be imme- 
diately practicable, but it ought to be developed as far as present-day secondary 
schools are concerned. This Avould correct the over-literary bias of the present- 
day school education. Instruction in commercial subjects Avould vary the 
cmriculum. The main advantage is the learning of the right use of the handl 
and eye from the very early years. The present-day secondary education makes 
people fit for teachers or clerks and if the appaal to the use of the hand and ey.o 


13 made at the same time other qualities -would be engendered. This would' 
enable them to grasp the significance of the real problems into whicli tliej’’ are 
ILliely to enter as soon as they leave the school. 

2. The entire commercial education must be under the hands of a single 
authority in each profince. This involves the disappearance of the com- 
mercial school or the developing of it into a full fledged college. A properly- 
diversified service can result out of this unified control. Increased number 
of qualified teachers would be the immediate programme, but a mode<=t start 
can be made -with the existing bodies as the basis of a reorganised system. 

3. Training for business life and not mere commercial degree should be the 
motive of the education imparted. The commercial educational training 
should be broad enough to enable the pupils to solve the crucial problems 
that might arise at any time in the particular lin- s of avocation they have 
chosen. The recent Beport of the Hartog Committee says that -workers in 
the field of education in India have admirable material to deal with. The 
Indian boy and the Indian girl are not lacking in innate intelligence and in 
capacity to benefit by the training of body and mind and character which a 
well-planned system of education can give. Considering this valuable 
testimony from an impartial authority as true of the actual state of circum- 
stances the State need not shrink from devoting mere attention to commercial ' 
education. 

4. More tutorial classes are needed in the University as well as secondary ■ 
schools devoting their attention to the teaching of a few of the commercial 
subjects which they are at present doirg. Students not fitted by capacity, 
to receive commercial education enter the University classes for the commerce 
degree. The only way of uplift so far as these are concerned is to gradually 
raise their level by tutorial teachmg pa 3 dng individual attention. 

6. The extra-mural education of the Universities can also be of some use 
in this direction. Workers’ houses can be visited and the value of thrift and 
investment and wi^e expenditme can be taught. The extension lectures of the 
Bankers’ Association or the Institute of Bankers ought to be on this basis. 
Ignorance is banker’s greatest enemy and if the money-lenders’ hold can be 
relaxed it can only be by training these people to-save and deposit their savii:gs 
in the co-operative banks. The co-operative movement can join hands in this 
matter and the work of propaganda as well as the trammg of its officers can be 
assured by joining hands with the central educational authority in these matters. 
As co-operative credit societies have to perform similar ser-vices (which the 
joint stock banks can perform) in the near future it is essential to increase the 
number of trained people available to work these as business institutions on 
strictly orthodox financial principles. 

6. A co-ordination of the activities of such bodies a"! the Chambers of 
Commerce, Co-operative Federatiocs and Institutes -with the Bankers’ Insti- 
tute is absolutely necessary. 

.7. The responsibility of Government for commercial education in the 
cities is great and has been neglected in most cases till recently. The percent- 
age of funds spent on commercial education is very little. It should be one of 
the aims of the national educational policy to pay more attention to commercial 
education as a whole. If problems of marketing, exchange, advertisement,, 
actuarial calculations, tariff valuations and other ancillary problems are to be - 
'"■'solved, the men at the helm of the commercial concern 3 should be able to tackle 
them, and this can only be done by paying adequate attention to problems of 
commercial agriculture in the first instance. 
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Neither the elementary schools nor the secondary schools have banking 
included in their cnrriculum. In certain schools where commercial subjects 
=aro being tacked on commercial arithmetic and book-keeping and commor- 
'cial geography form important subjects. Bank book-keeping, however, is nob 
again considered £S a special study. 

In the Intermediate Examination of the Calcutta University and certain 
other Universities commerce is now recognised as one of the optional subjects. 
'Commercial geography, book-keeping and commercial arithmetic and civics 
form important subjects. Here again there is not much scope to learn beyond 
the rudiments of the subjects. 

In the B. Com. degree there is full scope or wider scope for the properly 
equipped student to take up advanced banking, currency and exchange as 
his opiioral subject and a study of the money, the exchange, the investment 
and the capital markets can be made. The syUabus at least gives full scope 
to these different subjects. It need not be emphasised that everything depends 
■on the mentality of the studenis and the practical turn of their mird. Most 
of the commercial schools, Government-ovme d or private , prepare students for 
a diploma course and teach banking theory as well as practice. 

Question I . — There is and there can be no proper co-ordination between 
these institutions and the banks for the following reasons. Firstly, there is 
positive con-fempt of the practical banker for the theorist who is very often 
looked down with contempt as weak in practice. An ounce of practice is 
indeed worth a pound of theory. But practice is a thing which car be acquired 
out of sheer experience. The principles that ought to underlie practice can 
alone be imparted in a lecture room. Banking practice can be well illustraxed 
'-only by those trained teachers who pay proper attention to banldng law, 
theory and organisation which after all limit the proper field of action on the 
■part of the bankers. The practical bankers can revel in actual descriptions of 
particular or typical situations, say a minute description of a run or panic, but 
the broad survey of current and contemporary thought and practice prevailing 
.elsewhere and from which good lessons can be learnt cannot be mastered by 
iiim for wart of adequate time. It is the speciahet who has to devote attention 
■to these topics as part of his necessary duty that can give few typical situa- 
tions and thus adequatoky guide the pupils in the administrative technique of 
banks in normal as well as abnormal situations. 

Secondly, University pujuls cannot be taken on a sort of practical excursion 
into bank parlours and be made to acquire a practical insight into daily 
operations, for these students might reveal the few facts and circumstances of 
“individual bank accounts which they might have seen at a glance at the state of 
the customer’s account at the time of their visit to the bank parlour. It must 
be remembered that they cannot be bound down to preserve secrecy which 
■“the customers interests require. 

Thirdly, really capable practical bankers are often overworked and they 
would find very little time in further straining themselves in an endeavour to 
> explain the practical routine to the enthusiastic beginners. Until these possess 
•a lot of imagination and vision to visualise what is taught to them by these 
practical people they cannot assimilate anyijhing out of the teaching of these 
practical experts. It must also be recognised that every practical banker 
cannot and does not necessarily possess the temperament and qualifications to 
'handle class work. It has been my experience, to come across successful 
accountants and auditors who in spite of their varied experience have proved 
-generally very poor teachers to beginners. 
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Finally, the limited time table routine precludes the satisfactory explana- 
tion of the different entries which have to be made in the bank book. The • 
utility of these entries and the possible ways in which a dishonest customer 
can defeat the intentions of law and the bankers’ different methods to secure 
their interests against such procedure require greater time. A great number of' 
tutorial classes, a large number of lectures on the different aspects of bank 
organisation, management, history, practice, law and accounting should be 
acquired and after a proper co-ordination of these different courses a syllabus- 
can be drawn up aid specialists in the different line can then better handle the 
subject and do justice to the importance of the various details which the begin- 
ners would have to grasp. It is then alone can it be stated that the different 
banking aspects are taught in a conscientious manner. There is no Indian 
institution wliich does this at present at least or tliis side of India. 

Question II . — Indian banks never afford any opportunity in this respect^ 
as do the Big Five ” of London or the American bairks. They have rot 
produced a “ Dr. L. M. j\Enty ” nor have they sent out a large number of people 
to rmderstand the significance wliich the foreign banking systems possess in ■ 
the economic-irdustrial organisations of those countries. The extension of 
the mental horizon and the enabling of them to deal with practical situations- 
at any time should be the dual objectives aimed at. 

The Imperial Bank encourages its officers to write short monographs on. 
topics of special knowledge and these are awarded proper encom-agement by 
suitable promotion. Some of these officers have actually consulted me in the 
preparation of their monographs on indigenous banking, extension of the 
method of trading facilities by the Imperial Bank and the methods of creating- 
an • open discount market in this country. The Central Bank of India also 
encourages its officers to -write short articles in its monthly notes. 

There is no enlightened method of recruitment at all employed by any of 
these banks. There are usually a lot of hangers-on and near relations or depen- 
dents of the directors or influential shareholders or customers are taken into 
the bank and they are gradually trained in the bank routine. The Tata 
Industrial Bank had one such scheme to train apprentices. The present 
Imperial Bank has been doing something in this direction, but it does not care- 
f or banking knowledge as o?ie of the important qualifications on the j)art of the 
selected apprentices. Several distinguisled students of mine who are now 
holding successful places in other walks of life tried to become apprentices and 
they have always mentioned my name in their applications, but no reference 
was at any time made to me nor were they taken up. Some of my students - 
are now employed in the Imperial Bank and other banks, but their present 
chances of promotion are nil and I can dare say they are in ro way inferior 
to the Western experts brought over for staff appointments. In spite of the 
gradual lift which the Imperial Bank has been giving them the broad fact 
remains that they have never risen to positions of resi)onsibility commensurate 
with their experience, general Icnowledge and acquaintance -with the practical 
customs and monetary habits of the people. 

The co-operative banks are now recognising the importance of trained' 
people to conduct their business in a satisfactory and proper business-like 
manner. But the period of their training is too short in most cases and is- 
ituparted more with the view of learning -b^ank book-keeping and co-operative 
la-w prevailing at that time. The -wider knowledge of the basic principles of 
co-operation can never be thoroughly grasped by these trained officers. It- 
■would be practicable and advantageous to train these people in- combined- 
courses which -will fit them for co-operative or commercial banking service;.. 
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Many of them are not weli up ■vnth banking organisation elsewhere. Car- 
Tent thought and improvement have no influence on them. They are as static 
as their almost steady rates of interest. 

So long as they continue to act as indigenous bankers they ought to 
receive general knowledge on the economic services of banks and after this 
training they can be allowed to start joint stock banking institutions and act 
us bank directors. Currency, price-level and crises are important economic 
issues in wliich their knowledge is deficient and ought to be improved. It 
would not impede banking progress in any way. They lack general banking 
knowledge and if they onderstand the economic organisation of society and the 
proper r 61 e of the banker therein, this special knowledge would be of immense 
utility. They would not be frightened by any responsibility cast on them. 

Question IX . — am afraid they are nil. The European banks prac- 
tically close their doors to University trained men and some of them who are 
shrewed enough frankly admit that they art not so rich as to pay the high 
•salaries which the University trained men desire as their starting pay. Con- 
sidering the fact that present-day practice can as well be turned out by robots 
und banking practice in most cases means filling up the blanlts in the printed 
bank forms or ruled books of the bankers the banks are justified in maintaining 
•this attitude. The multiplicity of applicants also affords him an opportunity 
to throw gibes at the University teachers and the “ academic training or 
book-knowledge ” imparted. It is just like “calling a dog by a bad name 
and hanging it ”. 

The development of branches of the Imperial Bank of India is hindered by 
the top-heavy salaries that have to be paid to the European heads. Secondly, 
these European banlc officers know how to grant loans on stock exchange 
•securities or any other whose value is defirifcely known and in all other cases 
their dependence or the shroff or cashier in the matter of loaning business is too 
apparent. They naively remark that short term liquid investments are not 
available in the interior. Branch banldng would be bad bankmg under such 
circumstances. But they can easily apjjoint agents in most of the important 
places of trade in the interior. Retail merchants can be appointed agents and 
•after exacting certain securities a limited amount of business can be done 
through these agents. 

A branch reserve fimd in order to offset any pos.siblo loss in working any 
branch extension should bo started by those who wish to do their bit in this 
•direction. 

Lack of mere j)ush to open branches and conduct propaganda m attracting 
■deposits is generally responsible for the absence of branch banldng. Ab 
the late Sir Bernard Hunter said “ people ask for more loans than anjdhing 
else and few deposits come in with the result that a branch can be run only 
by an institution possessing a large amount of capital’'. Costly European 
officers to work the branches makes branch banking unremunorative froni the 
beginning. After all these cannot assess the personal security or other 
‘kinds of collateral generally offered by the customers in the interior. It is in 
the interests of the big banks to train adequate personnel to run tho whole 
system economically. 

V.-— General Banking Organisation, eto. 

The definite programme of reform of the joint stock banks falls 
broadly under two heading?, viz., internal and external. The internal reorga- 
misation has to be brought about by tho Indian joint stock banks. This 
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is more important than the external aid for without the former the external 
agency would either decline to lend aid or even if it were to he rendered, no- 
lasting and permanent improvement can he achieved in the position of the 
Indian Joint stock hanks. An external agency can mend the evils hut what is 
required is a radical cure which can arise out of a proper internal reorganisation .. 

Of the external remedies the administrative measures of Government, 
finther le,gislation and a more enlightened public debt policy are given proper- 
attentioni Co-operation on the part of the depositing ijublio and the bor- 
rowino' customers and close co-operation amongst the bankers themselves would 
go a long way in improving the situation. But the creatioi' of a Central Bank 
of Issue is the proper remedy for many of the present-day defects. 

Taking the internal remedy first into consideration, the Indian joint 
stock banks would have to sacrifice or give up the imnecessarily large holding 
of Government securities. In their endeavour to incline towards safety they; 
are leaning too much on this support. Sound commercial advances mar- 
shalled in a steady succession of maturities are more lucrative than gilt-edged 
securities. Banks must invest wisely and not speculatively. True wisdom, 
in the matter of bank investment consists m avoiding “ frozen asset^s The 
problem of finding adequate business for the released funds W'^ould have to be 
faced. Indirect :^ancing of the agricultural interests through approved indi- 
genous bankers or the financing of the small artisans or traders purely -on the 
personal knowledge of the indigenous hankers can provide the needed avenues 
and unless they care to cultivate more regular business dealings with the indi- 
genous hankers the mere financing of trade and industry in the big centres 
would not absorb all their liquid resoui'ces. The banking net must be epread 
wader so as to cover a greater area than at present. It is the financial life of 
the big cities alone that they are able to influence at present. They must 
descend to rural tracts and hope to influence the lives of the masses in a signi- 
ficant manner. The real problem of Indian banldng is to seeme to the IntSan 
Joint stock banks power so as to enable them to control the mdigenous bankers 
and they should themselves be controlled in their turn by the Central Bank of 
Issue. This is the unity and organic relationship that ought to pervade our 
banking structme. The jnesent day loose and unorganised system has to be 
disj)laced by a more concentrated and highly integrated banking system. 

Secondly, as one reputed Professor of Economics stated a banker ought 
to he tw'o-fifths gentleman, one-fifth economist, one-fifth lawyer and one-fifth 
accountant ”, Unfortunately lack of such high qualities renders possible 
mismanagement of banks. -A weak, loose and inefficient audit unable to in- 
fluence the bankers usually tolerates such inconsistencies, till the day of final 
reckoning comes when some important incident leads the depositors or lenders 
of money to doubt the standing of the bank and the attempt on their part- 
to collect the deposits brings to an end the existence of the tottering hank. 

An efficient and expeditious service and the expanding of the general agency 
business done by them is sure to bring in greater deposits ar d more constituents. 
Banks have to go to the people and not wait for the people to come to them. 
If sufficient employment for these funds is secured, the financial strength of 
the Indian Joint stock banks is bound to increase. No time should be lost in ’ 
attempting to reform and reorganise the internal framework on a sound basis. 
It is not for the sake of mere self-interest that this reorganisation has to be 
undertaken by the volition and prescience of bankers themselves. ■ Unless tlm 
is carried out irumediately the mere setting up of any external agencies would 
not solve the riddle and even these cKternal agencies would, consider thesu 
Indian Joint ■ stock banks a constant source of anxiety. " The help that any' 
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external agency -would render can bear fruit only under -improved manage- 
ment of the Indian joiixt stock banks. In the absence of any such reorgani- 
sation it -would tend to postpone the e-vil day. It is foul financial -weathei- that 
is the real test of sound banking and I venture to think that without real im- 
provement in the internal management of the banks their position -^TOuld become 
strained, if another crisi'. of the nature of 1913-1915 period -were to happen. 


External remedies. 

A more enliglitened policy on the part of Government with reference 
to rujjee loans and the Treasiuy bills is needed and everything depends on this 
important reform. It is absolutely imperative that no further susj)icion should 
be roused that Government is bent on floating further rupee loans in the 
Indian money market. The slackened response to the last rupee loans means 
after all that it is high time to consider the advisability of proceeding slowly 
in the matter of capital expenditure on the part of Government even for 
productive undertaldngs. The present market value of gilt-edged securities 
should not be tossed about hither and thither as a result of the vacillating 
public loan policy. Further depreciation of the value of Government seciui- 
ties means fiuthef cuts in the profits of the Indian joint stock banks and the 
dividends they declare. Lower dividends mean lower deposits. The lower the 
working capital the lower would be the profits unless it is offset by greater 
turnover of-the capital resotuces. This is the vicious circle that is being 
induced hy the present-da}’- public loan policy. 


Administrative measures. 

Several critics have pointed out the necessity of pursuing a strictly 
scientific policy in the sale of the Treasury bills. The resort to the Treasury 
bills as a deflationary measiue in order to support the sterling value of the 
rupee in the slack season is undoubtedly tending to the reductior of deposits 
available to the banks. Firm money conditions induced by their sale may 
succeed in bringing about ar improvement in the rate of exchange and maintain 
it at a safe level. The high rates paid for them as well as the long term loans 
-would mean in the long run greater inroads on the taxpayer’s purse. This 
rmnecessary increase of tax burden when the taxable capacity is so very low 
has to be borne in mind. It would have an adverse effect on the purchasing 
power of the people and trade -would not recover rapidly as a result of this 
deflationary policy which of coiuse is due to their anxiety to keej) the exchange 
rate above Is. 6-49/64d. the gold export point from this country. So long 
as the sterling resources are few there can be no sale of gold exchange or gold at 
this export poh't in spite of Act IV of 1927, Clause V. This perhapt, is the 
reason for the anxiety of Government not to allow exchange to fall to the 
low level of the gold export point from the country. '' 


Legislative measures. 

Another direction by means of w-hich Government can hope to protect 
the directors as well as the public lies in passing helpful and suggestive legis- 
lation . Government guarantee of deposits or the f orma-fcion of “ a safety fund 
are bound to be mere palliatives and do positive harm to the conservative banks. 
The possibility of few depositors being selected as bank directors is a remedy 

VoL. II Z 
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"wMch cat) only be perniifctcd by a change in the existirjg legislation with refer- 
ence to the joint stock banldng companies. Those taxes wliich are interfering 
with the flovelopmcnt of banking amalgamations .should be removed. A re- 
adjustment of the other taxes on a lower level than at present W'Oiild act as a 
further impetus in the starting of morn banks and in view of the fact that the 
indigenous bankers arc to develop into modern bank.s this recominondation lias 
to be virtually carried out. The possibility of selecting a few other batiks “ as 
public depositaries ” after exacting duo security -would have its own eflicacy 
at the presort juncture wlic-n even the t-stablislied Indian joint stock banks 
are not able to create the needed confid<mcc. It is indeed true tliat the false 
tongue of rumour cannot bo controlled in any effective manner. Its vivid 
conjectures can bo filcncedonl}’ by a timely publication of rch'V.ant facts in- 
dicating the gorn'ral financial strength of tlio banks. The financial intelli- 
gence of the reading public can after all be more elToctivc .safeguard than 
any legislative enactment. 


Co-optralive efforts. 

The depositing public and the .shareliold'n’.s -would liave to co-oj»oratc 
with the hank mauagom''nt in ovory vny. Jf the fIf‘po>iior.s are talom info 
confidence by the mannjring board tlmo) is no i-eason ivljy might to get 
sh}!” of the Indian joint .stock bnidc.s. Advi-jorv coinniittviss of depo.sitors 
and influential tra.dors to help the branch mauagens in the m.ai ter of inve.stmeut 
of bank’s funds w'ould bo verj- helj)ful. 

Sometimes the frauds and malpractioos which the baiiks ha%'o cxporicnccd 
from time to time have led to .stricter regulation and restriction of credit by the 
banks with the result that bona fide constituent .s .suffer as a result of this vigi- 
lant attitude. This attitude should not bo mistaken by tlm bond fiidc coirsM- 
tuents. 


The Central Bank of Issue. 

The starting of a Central Bank of Tsmio -\vonld indeed imjirovo their 
situation in several way.s. Besides })rovidiug red’seounting facilities and 
thereby enabling tliom to convert x-heir assets ca.sily into liquid ca.sb, a Central 
Bank is bound to confer inestimable ndvantage.s on them in tlm folloxring 
directions. A careful scrutiny of the C->ntrnl Bank w'hieh would be made 
at the time of rediscourting the eligible commercial paper rvould .automa- 
tically raise the standard of bai->ldng. The very example of it.s conserva- 
tive manageraort -would act ns an elixir of life-gimng toric to the 
almost stagnant Indian joint stock banks of the present day and " keep 
them up to the mark ”. If the constitutional position of" the Central 
Bank is so devised that it precludes competition -^ritii tho commercial banks, 
it would easily afford an impetus to tho joint stock banks to extend into tho 
interior in, their endeavour to secure fresh business. But tho start-ing of a 
Central Bank -would indeed take some time. In tho mterregnum the Imporial 
Bank can render some good to the Indian joint .stock banks by hoping to act 
as a real Banker’s Bank. There is infinite po.ssibility in this direction "and all 
credit institutions can be granted liberal advances at one per cent, or half 
per cent, beloxv Bank Bate on the security of gilt-edged stocks or invostmorts, 
so long as they fail to convert thorn into liquid resources. It is not by merely 
lowering the Bank Rate that the lending policy can be liberalised or made clastic. 
Less harsh rostrictioDs than are prevailing at present -would mean helpful 
overdrafts to the Indian joint stock banlrs and a part of tho interest-free 
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national balances secnrerl by the Imperial Banlc car. be utilised in this maimer. 
This is not entirel}’' a now and dangerous innovation for it is a definite policy 
of the Imperial Bank to grant accommodation in this manner to business 
houses and industries. Timely help and succour and not more spoon-feeding 
should be the object of this liberalised lending policy. ]\Ierc facilitating of 
internal transfer of funds or remittances at low rates is not by itself a very 
great help to the Indian joint stock banks. The starting of more clearing 
houses is another estimable service for Avhich the joint stock banlrs ought to 
feolgi’nteful to the Imperial Bank. Something further is needed ir the direc- 
tion of cordial relations between the Indian joint stock banks and the 
Imperial Bank. Both of them must realise the lessons of the past and be 
aware of the current developmont.s and current thought. 


Conclusion. 

A ckar and consisl.^nfc notion on the part of all the interests concerned is 
necessary and the co-operation of the difTei'cnt sections would secure to tho 
Indian joirt stock banks a solid ground for their future expansion and ccono- 
mr; devclopmeut of tho countrj’. Snuill Indian joint bank.s or loan companies 
are being started here and there. If tlio monthly report of the Registrar of the 
joint stock companies is oxamired, the activity of tho people in tin's direction 
can bo immediately realised. But in tho economic sphere it is not mere quantity 
but quality that tells. Few sound hanks can achieve more lasting good and 
confer more permanent outstanding benefit on tho country tlian many bogus 
banks which tend to put back the clock of economic progress. National well- 
being, price-level profits, emplo5'Tuont and purchasing power of wages arc of 
essential importance. Their control by a soimd banking polic}'- "nnder the 
caj)ahle leadership of a nationally-managed Central Bank would secure the 
welfare and happiness of tho teeming millions of thie countiy. 

To sum up, this survey reveals much that is defective in tho present day 
situation of the Indian joint stock hanks. To increase their u.sofulncss, self- 
improvement, oxtornal aid and thorough reorganisation of the entire hanking 
structure are pointed out as tho measures wliich can guard tlicm against further 
deterioration. All parties should co-operate in this endeavour as ii- is a problem 
of national importance. Tho present joint- stock banking system must be 
made safe, economical, adequate and efficient at the same time so as to afford 
maximum utility to all sections of tho community. Incidentally it can he 
remarked that the present-day aixsonco of definite trustworthy information or 
banking statistics has to bo remedied as earl}' as possible and such figures as 
would furnish real information or artfully linfold tho tale of ban kin g pro- 
gi-ess should be imblished by tho different units of our banldng system. 
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No. 35. 

StaLement of evidence submitted by Mr. E. G. Saraiya, Bombay. 

J. Ic has been suggested to me that I should bring to the notice oi the 
Indian Central aianhing Enquiry Committee a few points in coimection, 
with the present practices ot the exchange banks in India in financing 
1 he export and impori trade of India which occur to me from the point of 
view of a merchant engaged in day to day transactions. I see ithat it has 
aheady been brought to the notice of the Banking Committee that the 
exchange banks are mostly British and foreign banks operating in India 
and working as a close preserve. They have, I understand, an Associa- 
tion of themselves with its Head Office in London and their rules at each 
port vary. What is Avritten in this statement is based on my’^ experience 
Avhich relates to Bombay only and to cotton trade. Any questions of 
policy, precedent or general usage, are decided by that Association. There 
is nothing fundamentally'- wrong in the exchange banks operating in India 
forming an Association of their own to safeguard their rights, but the fact 
that the rules and regulations which govern their conduct with their 
client'! — the exporters and importers — are not available to their customers 
is a fertile reason for a good deal of criticism, and not in the best interests 
of the trade. Whenever there is a dispute between an exchange bank 
and its client, the exchange banli has the last word on it and can always 
quote a ruling of the Exchange Banks Association in support of its atti- 
tude. But the rules and regulations of the exchange banks are not avail- 
able tc their client and so he has a grievance, and feels that he cannot 
argue out his case Avith the bank on an equal footing. He has thus no 
redress unless he chooses to take the matter to a laAV court. It Avill be 
readily admitted that under the present conditicus in day to day transac- 
tions the merchant has to give in vis-a-vis the exchange bank. I, there- 
fore, suggest that the rules and regulations AA-hich seek to codify existing 
practices regarding the daily operations of the exchange banks should be 
published, and made uniform for each port in India, and subsequently if 
it is found necessary^, these rules may be revised by a joint body' consisting 
of the representatives of the Exchange banks, chambers of commerce, 
both European and Indian, and principal organisations of exporters and 
importers. 

2. Ecgarding the export trade AA-henever the drawee is a bank, inter- 
bank competition has become sufficiently^ keen and as a rule exporters 
can place their bills at competitive rates. It is true that some banks 
are more fastidious than others in the matter of approving the name of 
the parties whose export bills they' may accept. But owing to the keen 
competition among banks, an Indian exporter with a reasonably decent 
standing finds little difficulty in placing his bills. The selection of parties 
whose bills the bank may accept and the limits up to which the banker 
mav accept the bills, are the banker’s oatu province and prerogative and 
so it need not be criticised. But it is generally felt and will be readily 
conceded, that if an Indian exchange bank with Indian personnel and 
Indian management comes into existence, the path of the new exporter 
Avill be easier still, because the Indian management will have more sources 
of information to assess the financial standing and credit of parties. I know 
of a first class Indian firm working -for nearly a ceniurv as shroffs who 
found considerable difficulty in negotiating their bills when they started 



/IS exporters. The foreign exchange banks — the Prench and tlie Dutch 
— were the first to come to iheir rescue, and now that the credit of the 
hrm has been estabJished as a first class ex])orter, their bills are as much 
sought after as the bills of any other respectable firm. 

Occasionally exchange banlcs hare objected to accepting the policies 
of Indian insurance companies. But with the growth of the strength 
of Indian opinion and of Indian insurance companies this prejudice 
.against Indian companies is slowly dying down. I'he occasional refusal 
by a bank manager to accept Indian insurance policies has given rise to a 
good deal of sore feeling and public criticism. 1 feel that the best solu- 
tion of the problem would be for the associated exchange banks to pnb- 
, lish a list of the insurance companies whose policies all exchange banks 
will accept. The ' associated exchange banks would then be entitled to 
call for full particulars and even to lay down standards to be observed 
by all insurance companies, whether Indian or non-Indian, and there would 
be no room for a capricious bank manager to obiect to any particular in- 
surance company without solid grounds. The right of an exchange bank 
operating in India to refuse an insurance policy of an Indian insurance 
company may well be made the subject of investigation by the Committee 
■ suggested by me above in paragraph 1. 

3. Kegarding the import trade, Ihe conditions are so vitally different 
that there is considerable room for strong criticism. In fact it is one of 
the tragedies of Indian foreign trade that the tenns on which her export 
trade is financed are different from the terms on wln'ch her import trade 
is financed. In th-e remarks which I make hereunder I am rwiting 'sub- 
ject to correctioti inasmuch as I have not got by me the rules and 
regulations of the Exchange Banks Association and further, some of the 
practices mentioned are not subject to any written laws or rules, but merely 
the result of long usage, for wliicb no au'tboriiy can be quoted except in 
the daily experience of some importers. 

The machinery of export finance may be outlined here first. When an 
Indian raw materia], say cotton, is exported, a foreign buyer opens a credit 
Tvitli his bank and the draft of the Indian shipper is on the buyer’s bank. 
As a rule it/ is a tlmee months’ sight D/A draft, ?.e., the payment for the 
nmount of the draft falls due three months after the draft is presented to 
the buyer’s bank, usually in London and accepted by the bank. But the 
documents or goods as the case niay be are released by ihe bank present- 
ing the draft, as soon as the di'aft in question is accepted by the drawee 
bank. This practice is so common that the most usual quotation of the 
exchange banks here is the banks’ buying rate for three months’ sight 
bills. This rate includes an allowance for — 

(1) the customary period, including days of grace, the draft is in 

transit between the' Indian' port and London, 

(2) the period of usance mentioned in ihe draft. After .acceptance 

i.he diaft of the Indian shipper can be diseoimted in the 
London Money Market and the money of the bank buying 
the draft here can be released. In fact ibis draft contributes 
uo the fluidity of the London Money Market. 

The machinery of import finance may nov7 he outlined to show the 
contrast. W'hen (he Indian importer wants to import foreign merchandise, 
he has to open a credit in favour of the foreign exjiorter with one of the 
exchange banks here. The credit which is usually opened by the 
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exchange banh here stipulates as a matter of practice that the draft 
shall be on the importer and not the hank , itself. The draft shall be 
D/P, he., the documents are to be released by the bank only after pay- 
ment is received by the bank; the amount of the draft shall bear interest 
at six per cent), (payable by the importer) for both the period the draft 
is in transit from say London to Bombay, and the period, or usance men- 
tioned in the draft. The importer has also to bear interest till the remit- 
tance is received by the seller in London. These points are clearly illus- 
trated by the following condition stamped on the majority of drafts drawn 
on Indian importers: — 

“Payalilc! at the drawing rate of the Bank for demand drafts on 
London with interest at i.i per cent, per annum added thereto 
from date hereof to approximate duo date of the arrival of 
the remittance in London, value received. 

The full implications of this contrast may be realised if it is mentioned 
that when an Indian merchant exports, the payment for his goods falls 
due in London three months after the draft is presented by his banker 
in London to the drawee bank, f.,c., some 111 days after the goods are 
shipped. On the other hand, when the Indian merchant imports, the 
payment for what be buys falls due on the day on which the foreign' 
expoiTier negotiates his draft in London. The Indian merchant has to 
bear interest say at 6 per cent, for the subsequent period, viz., the time 
of transit of the draft, the usance of the draft, and the time the remittance 
takes to reach back London. In short, interest is on account of the Indian 
merchant both waj^s, whether he buys or sells. 

It may be argued that the difference in the two arrangements — export 
and import finance. — is more apparent than real. It may be said that 
it is all a matter of price, and that the price paid to the Indian exporter 
includes consideration for the 111 days’ delay between the date on which 
his draft is negotiated and the date on wliich his draft falls due, whereas 
the price paid by the Indian importer excludes any such consideration. If 
the distinction is more apparent than real, it is all the more necessary to 
remove what appears to be an invidious distinction to many Indians. 
But the distinction is not merely a matter of calculation only; it throws 
the Eupec — £ exchange risk on the Indian, whether he exports or imports, 
it incidentally makes the Indian pay for the exchange risk and brokerage, 
whether he buys or sells; it makes the Indian bear the burden of the 
interest rates both ways when the money or the documents are in transit, 
and the risk of fluctuation in interest in abnormal times falls on the 
shoulder of the Indian. 

4. Exchange banks operating in India are extremely unwilling to 
open unconfirmed credits for their clients, whereas such unconfirmed re- 
vocable credits are the rule whenever Indian commodities are bou^t by 
foreign buyers. A foreign firm with a capital of £5,000 would find it an 
easy matter to get a British bank to open an unconfirmed credit for it, 
stipulating D/A drafts on the bank. An Indian firm with ten times its 
capital would find it impossible to open a parallel credit, but must 
observe the usage of India, viz., the credit shall be confirmed, the draft 
shall be D/E and on the importer and not on his bank. 

5. There is a further severe handicap to importers in the matter of 
fixing the exchange rates. If the draft drawn on an importer comes 
through a particular bank, say A, he has to pay for the amount of the- 
draft at the exchange rate of the bank A, even if another bank B is able 
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to giA*e the importer a .better rate. To take a concrete instance, suppose 
.that Pj demand draft for £5,000 is drawn on a firm SyZ and Co., and is 
presented bjr the bank A, who quotes l-5f for the B. 0. D. iQ. rate. 
XIZ and Co. ba^we no option but to pay the equivalent of ,£5,000 at 1-5| 
even-if another bank is selling D/D at 1-5-lS/lG. A much desu’ed reform 
is that it should be open to XYZ and Co. to either (1) pay bank A at l-5f 
or (2) pay bank A by a D/D of another exchange bank, or (3) pay bank A 
by its own cheque on London for £5,000. Begarding the third alternative, 
it may happen that XYZ and Co. have a credit balance in London of 
£5,000 and have to pay here for drafts or T/T drawn in sterling on them. 
Then the only course XYZ and Co. have is to retire the draft here by 
paying at the Rupee — £ exchange rate here. If at the same time XYZ 
and Co. wish to utilise their balance in Londoi', they have to sell sterling 
simultaneously. Thus they are compelled to pay the exchange bank 
both ways. -This is- an unnecessary toll exacted by the exchange banks, 
and the rales and usage justifying it should be abolished. 

G. To put the import trade on the same footing as the export trade, 
I suggest that the Indian Banking Enquiry Committee should recommend', 
and the Indian public should insist, that the imports be priced in rupees, 
and that the exchange banks open rupee credits for their customers, thus 
shifting the exchange risk on .to the sellers. Whenever possible, such rupee 
credits should stipulate D /A bills. • Incidentally these rupee bills could help 
in the establishment of a discoimt market here and could be rediscounted 
with the Reserve Bank — and thus considerably help to ease the monetary 
stringency in India. It may be argued that my suggestion is impracticable. 
My reply is tha^- the world markets now ace buyers ’ markets and the buyers 
can, if they are well-organised and have their banker’s support, dictate 
their terms owing to the fierce competition between the manufacturing 
countries of the world. The Government of India have already instituted 
ihe systefia of rupee tenders, and they do not find, I believe, any difficulty 
in obtaining tenders. In fact the Government of India themselves may 
make a beginning in this matter by aslring their foreign suppliers to draw on 
them in rupees. The rupee bills on the Government of India, accepted by 
their bankers, say the Imperial Banit of India,- may very well be the founda- 
tion of a discount market in India. I am sure that such bills would be 
keenly sought after by the Indian market and would, therefore, incidentally 
assist in securing the much needed short-term finance for the Government 
of India. If the Government of India take the lead, the Indian importer 
will be quick to follow, and the exchange banks should be asked to make 
it a point to assist importers who ask for such rupee credits. 

The suggestions outlined above may take some time. Meanwhile it is 
necessary that the present practice of importers being tied to the exchange 
rate quoted by one particular bank should be stron.gly discouraged and it 
should be open to the importer to offer payments for the bills drawn- on 
him by any exchange bank, or where his credit is good by his own draft 
or T/T on London. In fact in regard to export bills it is open for the 
exporter to negotiate his bills through any bank, say bank B, even if the 
buyers’ credit comes through anv other bank, say bank A. There is no 
reason why this element of healthy competition should be absent in regard 
to import bills. 

7. There is considerable soi’eness over the penalties exacted by ihe 
exchange banks for early or late delivery of bills — ^both inward and out- 
ward. In Bombay I understand that the banks charge 1 per cent, over 
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-the Imperial Baiik of In^a Bate. In Calcutta it is said that the charge 
is 1/32(7. per rupee per week. To a certain extent the penalties may be 
justified, as the exchange banks have to reimburse themselves when 
-their clients do not fulfil their contracts Tvithin their stipulated period. 
But the ground for criticism will only banish when the banks take their 
clients into their confidence and publish their rules. 

A minor grievance is that when a draft on an Indian importer comes 
through an exchange banlc, tho importer merely gets a chit advising him 
that such a draft has come (specimen enclosed). The importer has then 
to go himself to the Bank and examine the draft and the documents. The 
ordinary interpretation of the term "presenting a draft” would be for the 
bank to send the draft and the documents to the importer. Common 
courtesy demands this, and the bank may very well protect itself by pre- 
senting the draft and documents to the drawee at his address without 
endorsing the same. I understand the custom is for the bank to post 
such documents to the drawee in tbs West, especially in London. I 
suouose such a petty grievance as this has only to be brought to the 
notice of the Banlring Committee to be rectified. 

8. There is one suggestion I wish to offer in regard to the utilisation of 
the Air-mail. At present exchange banks do not recognise the Air- 
mail for the transit of shipping doeumcnis. This was <]uite justifiable 
when the Air-mail service was irregular and unreliable. But with the in- 
creasing regularity of the Air-mail, it should be possible for the exchange 
banks to send all shipping documents and draffs by tlie Air-mai). To 
ensure perfect safety the banks can send duplicale documents by 
the ordinary sea-route. If the associated exchange hanks adopt this 
procedure, it will moan the saving of about n week's interest on export 
hills. As a first step to the recognition of the Air-mail, the exchange 
hanks may stick to their present rates and basis of buying three months’ 
sight bills, but allow the drawers of Three months' sight bills a refund of 
one week’s interest at Bank of England rate if the documenl.s reach safely 
by the Air-mail. 

9. In conclusion, I should like to make it clear that in tho above state- 
ment my object is to criticise, when necessary, the present system of 
export and import finance. It is not meant as a reflection on "exchange 
banks in general or any exchange hanlc in particular. In fact the 
exchange banks with which my firm have dealings have been uniformly 
courteous to us and have supplied us with such "information regarding 
parties, etc., as we wanted, and tried to assist us whenever possible, 
as far as they could, subject to the ndos of their Association and the pre- 
sent usage. 


ENCLOSUBE. 

MbmorSxdtoi from a. B. C. Bank TO X. T. Z. 

B. C. Ivo drawn by P, Q ’£ 

Please note that the above demand bill drawn on you Has been reccive'd 
in tins office for payment. Kindly, therefore, aivange to pav {be same at 
once. ' 
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No. 36. 

statement of evidence submitted by Eai S. C. Sarkar Bahadur, M.A.s Retired 
Deputy Magistrate and Deputy Collector, Giridih. 

I. — Industrial Banhs and credit facilities for Indian Indiisiiics. 

Q. Nmanciog of Indian industries is uot feasible by banks, as at 
present constituted and by present methods. Such industries are often 
-set up mthout due consideration of the sources of raw material, the market 
for the proposed manufactures, and expert management and advice avail- 
able : that is to say, the origin of a scheme for the revival of an old indus- 
tiy or the organisation of a new one is generally ‘sentiment’, — not 
strict business; it is often more amateurist than otherwise. 

Hence, in every Province the Department of Industry has to scrutinise 
such schemes through experts and tind out whether they are, or pro- 
mise to be, practically useful and commercially a good proposition- Then 
the law for “state aid to industries” comes on cautiously to help “with 
finance in the shape of borrowed capital, etc., and with expert advice. 

The joint stock hanks have not generally the proper agency to enquire 
into, sift, and scrutinise all the necessaiy items connected vith an 
industry that has to be financed by them. They are situated far away 
from industrial centres, and their constitution is a composite of share- 
holders z’esidont in different and distant parts of the countiy, without touch 
it may be, with the actual industry in question. Financing, off hand 
or haphazard in such cases is ordinarily extremely risky. 

Even co-operative hanks working in well-defined jurisdictions (gen> 
orally a district or a sub-district) ha-^ie, at times, been known to have come 
to grief over indiscriminate and injudicious financing of small local in- 
dustries. Enthusiasm in such cases has carried their directorate oS their 
feet, and run away with their sense of caution and prudence when a cer- 
tain favourite 'industry' has knocked at their doors for financial help. 

‘Trade/ in this part of the country is not yet so developed as to '•e- 
quire the creation of distinct “trade hanks” for special trades. 

An Industrial Bank in each Province will, in my opinion, meet the 
situation, so far as the demand for financing izidustrial schemes exists. This 
Provincial Industrial Bank should be consiitutod on co-operative lines and 
should act and operate in conjunction and co-ordination with the Industries 
Department of Government. In fact the State Aid to Industries Act may 
well be administered by the department in this practical way ; leaving the 
financing (as recommended by the Director of Industiles) to be done 
by this proposed Industrial Bank. The bank may be helped by Gov- 
ernment guaranteeing a part of the working capital. In that case. 
Government must not advance loans direct or make grants to any such 
indu'^try from the Provincial revenues; all recommended applications for 
such being left to be dealt with by the bank. 

in . — Begulation of Banking. 

The sphere of a co-operative bank’s operations is already defined. 
There is, under the Co-operative Societ’es’ Act, 1912. a 'residence' quali- 
fication for shareholders of a co-operative society (bank of limited 
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liability) and, the jurisdiction of such on institution has -to be stated under 
the bye laivs adopted by the shareholders and registered by the Eegistrar, 
co-operative societies. 

Go-opc'iative financing is applied generally to agriculture and to small 
rural industries but it is capable of being directed to production, distri- 
bution, and consumption alike; that is to say, there may. and ought to 
be, co-operative production, co-operative marketing of products, co-opera- 
tive trading, and co-operative consumption of goods co-operatively produced 
(Instance: Go-operative Wholesale Societies of England and Scotland). 

The sphere open to co-operation should not be restricted by legislation. 
On the other hand, joint stock banks should by law be modelled more 
and more on principles of co-operative finance. 

Q. 6 . — (See latter part of answer to Q. 4 above). 

(c) Prowsion of reserves should be insisted on, as is done In the case 
of co-operative banks and societies, wherein a statutoiy provision of 
25 p. c. of profits going annually to “reserve"' -obtains and is strictly 
complied with. 

(d) A proportion of cash balance to 'time’ and to ‘demand’ liabilities 
should also be made in the law governing joint stock banks. The balance 
in reserve for such liabilities should be between 25 p. c. and 40 p. c- 

(e) Balance sheets, duly audited, should be published every half year 
and circulated to all shareholders, and submitted to Government (Eegis- 
trar of joint stock companies). 

Q. 13 .- — At present co-operative banks enjoy some concessions in the 
shape of exemption from stamp duty and registration fees on docu- 
ments. Eeceipts for payments to member depositors and members of 
co-operative societies are exempted from stamp duty (receipt .stamps). 
Cheques issued on banks arc free. A rebate is allowed on money order 
commissions paid in remittances through Post Office. 

A few further concessions can be moved for, ns equitable and Im- 
portant and perhaps urgent. These arc (1) Court fees on execution of 
awards obtained by co-operative banks and societies should be exempt- 
ed. Court fees are levied in the shape of stamps (Coui*t fee stamps — ^judi- 
cial). If the societies are, under the Government Eules, exempt from 
stamp duty in their transactions, it does not stand to reason that they 
should have to incur Court fee costs in cxecutintr their decrees (awards) 
through the Civil Court. Moreover, those “costs” in Court ultimately fall 
on members of rural societies who have defaulted in payment, and prove 
a bm-den, — lessening to some extent the beneficient efforts of the financ- 
ing bank in advancing loans on moderate rates of intei'est. 

(2) The profits of a co-operative society (banlr) and the ‘dividends' 
paid to shareholders of such out of the ‘profits’ should be exempted from 
assessment of income-tax. Co-operative societies are not ‘profit-making’ 
concerns ; and they are never out to make any real profits in business, for 
profits sake. Economy and tlurift and business-like methods pay; but 
most of the profits are chculated through charitable channels for common 
good in the villages. 


lY . — Bavldng Education. 

Q' — ^The existing facilities for banking education in schools, colleges 

and Universities in India are meagre and not well-organised, from the 
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bottom upwards to the top. At the arts colleges and other Universities 
‘banking’ is taught as a part of the syllabus on ‘economics’; but I am 
not aware whetiier this higher teaching is brought into direct contact in 
practice with the Baidas in active operation in the country. I refer here 
to the practical side of the teaching. I have not heard of any economies 
students from the Universities or the colleges being apprenticed for 
practical work in bank offices close to them. Co-operative methods and 
principles of business should form part of all high schools’ curricula. 

Q. 2. — Similarly, banks do not, so far as I know, provide on their 
part any facilities for the training of boys in banking business. 

So far as co-operative banks are concerned, the idea is abroad of giv- 
ing a training in business methods on co-operative lines to probationers 
wanting to be employed in the department. 

There is no well-organised “co-operative service’’ as yet; but recruitment 
of paid staff is on reasonable lines already ; each bank choosing its em- 
ployes from out of the waiting lists of trained probationers passed out from 
Sabour, maintained in the office of each Assistant Begistrar of co-operative 
societies. 

Spealring of this Province (Bihar and Orissa) one may point to the 
existing Training Institute at Sabour (Bhagalpur), which has a nine 
months’ course of regular Co-operative Training (including banking) for 
incending candidates (generally matriculates). There is a Co-operative 
Training School now at Cuttack also for Orissa ; and at the Giridih centre 
dllazaribagh District in Chota Nagpur), an attempt is being made to work 
a ‘Co-operative Training School’ on a smaller scale to meet the demand 
for trained probationers to work in the Giridih area, (under the Giridih 
Central Co-operative Bank Ltd.). 

V . — General Banking Organisation, and Money Market. 

Q. 14 . — In order that further facilities may be afforded to industry and 
agriculture, the resources of co-operative banks may be augmented (1) 
by Government advancing loans at 3 13. c. (free of interest for the first 
three years) to such banks, (i) for building purposes (e.g., building of houses 
to locate village societies and central banks) — building of common 
granaries, store houses and , warehouses, etc., and (ii) for irrigation purposes 
(e.g., construction of irrigation reservoirs in villages, ahars, bandhs and 
the like) ; (2) by local authorities placing their funds in fixed deposits (or 
even 'current deposits) with such banks at p. c. interest (3) by Govern- 
ment extending the facilities for savings bank deposits to such banks as 
in the post office ; and (4) by Government enacting a provision in the 
existing Co-operative Societies Act, authorizing or requiring applica- 
tion of “reseiwes’’ and ‘profits’ by co-operative societies up to a stated 
limit for agricultural improvements and industrial organisations (preferably 
in connection with local “cottage industries’’). 



380 


No. 37. 

Statement of evidence submitted by V. B. E. Sarma, Esq., G.D.A. 
{G. D. G. A.), Public Accountant and Auditor, East Godavary 
District. 

As one interested in co-operative banking which is included in the 
terms of enquiry of the Central Banking Committee, I have the honour to 
place the following views of mine regarding co-ojrerative auditing before 
the Committee. 

Section 17 (1) of the Indian Co-02)era{ive Societies Act of 1912 reads 
thus : — 

“The Begistrar shall audit or cause io be audited by som'e person 
aulhorised b^ him by general or special order in writing in 
this behalf the accounts of every registered society once at 
least in every year.” 

Thus the duty of getting the accounts of every society audited devolves 
on the Begistrar. The Begistrar, in every province, generally authorises 
his staff of inspectors to audit the societies. 

I suggest that the Bcgjslrar should authorise some ])ublic accountants 
and auditors to audit the accounts ol these societies. A similar practice 
is existing in England where the Begistrar of Friendly Societies authorises 
a loarticular public accountant to audit the accounts of societies of a 
particular locality after fixing a particular scale of fees. I uish to mention 
the following as reasons for the above view; — 

(1) The society belongs to the shareholders, the interests of the deposit- 
ing public also being involved in it. So the interests of shareholders and 
depositors should be watched closely by one who is elected by them. As 
against this it is said that since every society depends for* its loanable 
capital on the Central Bank, some one interested in the Central Bank like 
the Government inspectors or Central Bank inspectors should audit the 
accounts of societies. To bring the tvo conflicting views into line, inspec- 
tion by an outsider who commands the confidence of the shareholders and 
of the investing public and also of the Begistrar is advisable. 

(2) Inspection by Government or bank inspector is mechanical, routine 
and formal. His (inspector’s) responsibility ends with his work. He does 
not possess the required professional skill and knowledge. He has not even 
moans of compelling societies to adequately discuss his report and adopt 
his recommendations which coming from an independent public auditor 
are likely to be regarded in high esteem. 

(3) In some provinces like Hadras, provision is made in the rules 
framed by the Provincial Government, that societies m'ay get their accounts 
audited by certified iniblic accountants and auditors. 

The above rule was passed some years back. But there i'^ hardly a 
society that is getting its accounts audited by a certified auditor. The 
reason for this is that since every society depends for its loanable capital 
on the Central Bank, the Central Bank insists either Government inspec- 
tion or inspection by its own staff. I Imow cases where the societies that 
wanted to get their accounts audited by certified auditors were refused 
loans bv some Central Banks. The reason for such refusal adduced by the 
Central Banks is that they have no confidence in the audit reports of 
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certified auditors. The sincerity of the contention of these Central Banks 
is a thing which is to be considered by and enquired into by the Central 
Banking Committee. In this connection T may bring to your notice that 
the Government of India by granting auditor’s certificates to auditors who 
have undergone five years’ theoretical and practical courses in accountancy 
and auditing have certainly placed every confidence in these auditors, who 
they (Government) are sure would protect the interests of shareholders in 
Public Comjjanies and Banks. 

(4) Another experiment leading towards centralisation of audit through 
Audit Unions was tried some time back in some provinces like Madras. 
The failure of this experiment is recognised by Government and also 
by the leading co-operators of the country. 

(5) Mr. AYolff, father of co-operative movement in the West, while 
discussing Government inspection in the Indian co-operative movement, 
wrote in the year 1906 — 

“Inspection is not a wholesome frame of mind to put your public 
into. And the evil greatly aggravated when the Inspector 
provided, even as an alternative only, is a State Officer. 
Inspection by such an Officer is in truth worst that can be 
devised.’’ 

“In making this remark I of course except new countries hke India 
at the present time, in which inspection by the Eegistrar is 
unavoidable because there is as yet no one else to inspect. 
But this is a purely temporary conditio n of things, and 
s hould not last beyond the elementary educating period of 
co-operative banldng.’’ (Underlined by me.) 

As the movement is now passing mox’e through the business period of 
co-operation than educating period, some change in inspection is, I think, 
a necessity. 

(6) The Indian Co-opei-ative Societies Act is largely based upon the 
Frir>nJly Societies Act and the Industrial and Provident Societies Act of 
England. The practice existing there, as I mentioned before, is to get the 
accounts audited by public auditors appointed by the Eegistrar. A' 
further amendment to the English Act, called the Industrial and Provident 
Societies Amendment Bill, was introduced in the House of Commons and 
passed through its second reading on 5th December 1929. Provision is 
made in this Amendment BiU for audit by independent public auditors (as 
distinguished from public auditors appointed by the Eegistrar) like audits 
of companies registered under Companies Act. 

I, therefore, suggest that rules may be framed under the Act by each 
Provincial Government to the following effect; — 

1. Certified public accountants and auditors he appointed by the 

Eegistrar to audit the accounts of societies and banks at 
a prescribed moderate scale of fees. 

2. Some more liabilities, if necessary, may be attached to such 

auditors. 

3. The appointment of such auditors be made annually by the 

Eegistrar. ^ 

f. Each auditor be appointed to audit the societies of a particular 
locality or district. 
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5. Such auditors should not be prohibited from, practising as public 
accountants and auditors. 

I trust your Mnd perusal may give due weight to the above views of 
mine. 


THE INDUSTEIAL AND 'PEOVIDENT SOCIETIES (AlIENDhlENT) 

ACT, 1913. 

3 AicD 4 Geo. V. c. 31. 

Audit of Accounts. 

• 2. (1) Every registered society shall once in every year submit its 
accounts for audit to one or more of the Public Auditors appointed under 
the provisions of the principal act. 

(2) An Auditor shall not hold any other office in connection with the 
society. 


Annual Return. 

3. (2) A registered society shall, together with the annual return, send 
to the Eegistrar a copy of the xluditor’s report and a copy of each Balance 
Sheeti made during the period ineduding in the return. 

Triennial Returns of Shareholders. 

4. A registered society shall, once at least in every three years, make 
out and send to the Eegistrar, together with the annual return for the 
year, a -special return signed by the auditor or auditors showing the holding 
of each person in the society (whether in shares or loans) at the date to 
which the said annual return is made out: Provided that, where such 
persons are in the list of members kept by the society distinguished by 
numbers, it shall be sufficient if they are distinguished in the special return 
by such numbers, and in that case it shall not be necessary to specify their 
names. 


PEIENDLY SOCIETIES ACT, 1896. 

59 AND 60 ViCT. 0. 25. 

Audit. 

26. (1) Every registered society and Branch shall once at least in every 
year submit its accounts for auffit either to one of the Public Auditors 
appointed as in this Act mentioned, or to two or more persons appointed 
as the rules of the Society or Branch provide. 

(2) The Auditors shall have access to all the books and accounts of the 
Society or Branch, and shall examine the annual return mentioned in this 
Act, and verify the Annual Eetum with the accounts and vouchers relating 
thereto, and shall either sign the Annual Eeturn as found by them to be 
correct, duly vouched, and in accordance -withi law, or specifically report 
to the Society or Branch in what respects they find it incorrect, unvouched, 
or not in accordance with law. 

! 



‘ Public Auditors and Valuers. 

30. (1) For the purpose of audits and valuations to be made under 
this Act the Treasury may appoint Public Auditors and Valuers, and may 
determine the rates of remtineration to be paid by Societies and Branches 
for the services of those Auditors and Valuers; 

(2) The Treasury may, out of money to be provided by Parliament, pay 
to the Pubhc Auditors and Valuers such remuneration as the Treasury may 
allow. 


CONDITIONS DNDBE WHICH PUBLIC AUDITOES HOLD THEIE 
APPOINTMENTS, AND SCALE OP FEES. 

Appointments and Scale of Fees. 

1. Public Auditors are appointed to act in England and Wales, Scotland 
and Ireland. They will not, however, be ranked as public servants, and 
will have no salaries, nor any claim to pension "or gratuity. Nor are they 
to assume the title of “Government Auditors” or any similar one; but are 
simply to describe themselves as “Pubhc Auditors under the Friendly 
Societies Act, 1896, and the Industrial and Provident Societies Act, 1913.” 
Pubhc Auditors are not permitted to make any use of Eoyal Arms. 

2. The Pubhc Auditor is bound to accept for audit (except as herein- 
after mentioned) the account of any Society within that portion of the 
United Kingdom for which he is appointed, registered either under the 
Friendly Societies Act, or the Industrial and Provident Societies Act, which 
apphes to him (the term “Society” to include a branch of a Society), for 
the fees hereinafter m'entioned, the Society complying with the terms of 
these instructions. But no Pubhc Auditor can audit the accounts, balance 
sheet, or annual return of any society of which he is an accountant, or any 
account, balance sheet, or annual return which he has himself prepared. 

3. A Society desirous of submitting its accounts to a Public Auditor 
must forward all the necessary materials to his -office or place of residence, 
in order to save travelling expenses or loss of time. It will be the duty of 
the Auditor, when applied to, to impress this upon the Society. He is 
not bound to leave his office for the purpose of the audit. 

4. The Society must at the sarhe time, forward to the Auditor the 
annual return or general statement of the receipts and expenditure, funds 
and effects of the Society, made up in the form; for the time being required 
under the Friendly Societies Act, 1896, or the Industrial and Provident 
Societies Act, 1913, as the case may be. 

5. The Auditor is to, verify the annual return with the accounts and 
vouchers relating thereto, and either to sign the same as found by him 
to be correct, duly vouched, and in accordance with law, or specially to 
report to the Society in what respects he finds it incorrect, unvouched, or 
in accordance with law. 

6. The work of the Auditor will be strictly confined to auditing, but he 
has under the Acts a right of access to all the books and accounts of the 
Society. In the event of his discovering errors in the annual return, or the 
books, accounts, or vouchers submitted to him, they are to be returned 
(at the cost of the Society) for correction, unless the Auditor be requested 
by the Society to correct the inaccuracies, in which case he is entitled to 
ciaim an additional fee, to be arranged between him and the Society. 
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7. The Auditor shall, in all cases, make a Keporfc to the Society upon 
the accounts and other documents submitted to him, and, in case he has 
called for explanations or information from the Directors or Committee of 
Management, he shall state whether such explanations or information have 
been given, and whether they have been satisfactory. 

8. For auditing the accounts of Friendly Societies and specially 
authorised Societies granting Friendly Society benefits, the scale of paj;- 
ments shall be : — 

£ s. d. 

For Societies consisting of not more than 100 members ... 1 1 0 

For Societies with over 100 members but not exceeding 
600 members, in respect of each 100 members or part 
thereof ... ... ... ... ...110 

For Societies consisting of over 500 members, in respect 
of the first 500 members ... ... ...550 

With an additional 10s. fid. in respect of each additional 
100 members or part thereof, no fee, however, to exceed 
£52 10s., unless by special arrangement. 

For auditing the accounts of all other societies registered under the 
Friendly Societies Act, viz., Cattle Insurance Societies, Benevolent 
Societies, Worlriug Men’s Clubs, especially authorised Societies (except such, 
as grant Friendly Society benefits), the scale of payment shall be; — 

£ s, d. 

For Societies whose total gross receipts do not exceed 

£2,000 per annum ... ... ... ...110 

For Societies whose total gross receipts exceed £2,000, 
but do not exceed £10,000 per annum, in respect of 
each £2,000 or fraction thereof ... .... 1 1 0- 

Where the gi-oss receipts exceed £10,000 per annum, the 
fee to be fixed by private arrangements. 

9. .For auditing the accounts of Industrial and Provident Societies the 
scale of payment shall be : — 

£ 

For Societies whose total sales do not exceed £2,000 per 
annum ... ... ... ... ... 1 

For Societies whose total sales exceed £2,000, but do not 
exceed £10,000 per annum, in respect of each £2,000 

or fraction thereof ... ... ... ... 1 

For Societies whose total sales exceed £10,000, but do not 
exceed £25,000 per annum, in respect of the first 

£ 10,000 5 

With an additional lOs. fid. in respect of each additional 
£2,000, or fraction thereof. 

Where the sales exceed £25,000 per annum, the fee to be 
fixed by special arrangement, 

The word “sales” in the case of Societies for the buying and selling of 
land, to include instalments in repayment of advances. 

The scale of fees apply only in cases where the Society is located within 
the district assigned to the Auditor employed. If a Society employs an 
Auditor appointed for any other district, special terms may be arranged. 

The Auditor may accept audits on terms lower than those of the above - 
scale. 


s. d. 

1 0 

1 0 - 
5 t)' 
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10. Auditors sliall hold their appointments from year to year, begin- 
Tiing on the first day of January in each year. The Treasury reserves to 

• itself entire discretion as to their re-appointment. 

11. They shall send in half-yearly to the Chief Registrar of Friendly 
Societies, a list containing -the names of the Societies audited by them, 
during the previous half-year, and the fees received from each society, 

'distinguishing Societies under the Friendly Societies Act from Societies 
under the Industrial and Trovident Societies Act. Neglect to do this will 
' be held to be a disqualification for re-nppointment. 

12. The scale of fees above laid down will onlj* remain in force from 
year to year. At the end of any year the)' may be confirmed or altered in 

• such manner as the Treasury maj', direct. 


■RULES FRAMED BY THE GOVERNMENT OF MADRAS UNDER 
THE INDIAN CO-OPERATIVE SOCIETIES ACT, 1912. 

Rule No. 8 (d): — 

(1) Save as otherwise provided in sub-rule 2 every society which is 
not a member of a Audit Union or of a Supervising Union or does not 

•/make a monetary contribution towards any scheme of supervision in the 
■district in which the Society is working or does not have its accounts 
•audited at its own expense by the staff of the district federation or by 
• a Certified Public Accountant and Auditor shall pay to the Local Govern- 
ment the charge made for the audit of its accounts in accordance with 
the scale fixed by the Registrar with the previous approval of the Local 
'.Government. 

(2) This rule shall not apply to Audit Unions, Central Banks, District 
IFederations and Supervising 'Unions, hut shall apply to the Madras Central 
-Urban Bank Limited. 
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No. 38. 

Statement of evidence submitted by Mr. A. D. Sliroff, B.A., B.Sc.-, 

(Econ.), London,, Bombay, 


CUBDIX FACILITIES FOR INDIA’s MAIN INDUSTRIES. 

I propose to restrict myseli to the consideration of credit facilities for." 
three pi-incipal industries of India, viz.: (i) cotton; (ii) iron and steel;, 
(iii) hydi'o-electric, other electric and public utility companies. Of course, 
agricidture is the staple industry of -the countiy on \vhich more than 
seventy per cent, of the population depend for their living; but as I have 
• dealt at length with the credit requirements of agriculture in my memo- 
randum to the Bombay Committee I would refrain here from traversing: 
the same ground. 

(i) Cotton Textile Industry . — 

There are about 337 cotton textile mills in India with more than- 
eight million spindles and one hundred and fifty thousand looms. This 
industry provides employment for more than three hundred and fifty 
thousand hands and consumes almost half the production of cotton in 
India. Bombay is the principal centre for this industry with' seventy- 
nine mills having an aggregate paid-up capital of nearly twenty crores. 
These figures will be sufficient to show the importance of this industry 
which h.is also the distinctive character of being mainly owned and. run 
by native capital and talent. 

How has this industry been financed? The fixed capital has been found 
from the pa'id-up share capital and in some cases supplemented by deben- 
tures. Excepting a very few mills which have a part of their capital in 
preference shares, the share capital consists entirely of ordinary shares of 
face values varying from Rs. 25 to Rs. 1,000 per share. Thef'e has been- 
a commendable tendency in recent years to split up shores of large face- 
value into shares of smaller denominations with a view to bring them 
within the easy reach of small investors. In some cases, extension or 
the fi.xed plant and machinery was wisely provided out of 1ssue'"Df prefer- 
ence shares at a time when the company had established a sound reputa- 
tion by its unbroken record of dividend payments. For instance, the- 
Central India Mills managed by Tata Sons, Limited, raised in recent years 
additional capital of Rs. 50 lakhs by the issue of preference shares carry- 
ing a dividend of 5 per cent, tax-free. Financial prudence, os proved by 
experience, demands that the block expenditure of an industrial concern 
must be mainly found out of paid-up capital. It is not only imprudent 
but dangerous to go on enlarging the block account without reference to 
the amount of the paid-up capital. Failure to observe this simple teach-- 
ing of experience has at present embarrassed some of our otherwise very 
sound and prosperous cotton mills. I consider it, for instance, a very un-- 
wholesome practice to have a paid-paid capital which is only ten per cent. ■ 
of the block account, or in one extreme case only four per cent. 

Debentures are issued for limited periods ranging from ten to twenty' 
five years on the security of the fixed assets consisting of land', buildings; - 
plant and machinery. The necessity for raising money on debentures 
arises out of extension of plant and machinerv or introduction of new 
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devices to improve the efficiency of the old plant. In some cases, deben- 
tures are resorted to ns lenders would not agree to advance money otber- 
w.'se. The amount for wbicb debentures are issued by any mill is deter- 
mined by a conservative valuation of its fixed assets and also by the state 
of the industry at the time of issue. Por instance, I find that some mills 
find it difficult to raise debenture loans for one-fifth the amount at which 
their fixed assets stand in their books. If we disregard the present period 
of abnormal difficulty for this iudush-y, debenture loans gefierally cost 
about seven per cent, per annum, with the additional cost involved in 
commission, stamps, etc. The underwriting commission or brokerage 
varies from two to five per cent. Generall.y speaking, most o'f the deben- 
tures issued are held b.v some of the Native Princes and are nb't freely 
marketable like debentures of other industrial companies like Tata Iron 
and Steel Company or the Tata Ilydro-Electric Company. As far as mills 
in Bombay or with Bombay agents ore concernerl, I find that banks have 
practically no interest in this method of financing the cotton mill industry. 

The working capital is found from two sources: (1) deposits; (21 bank 
loans and cash credits. With very few exceptions, cotton mill com- 
panies generally dojiend for their working capital to a considerable extent 
on deposits received from the public. These deposits are in most cases 
for six and tweUe months and the rates vary with the credit of the in- 
dividual mills and of their managing agents. The importance of this source 
of working capital is proved by the fact that for the year ending 31su 
December 1928 the amount' of deposits received by 2.5 mills reached 
the aggregate total of Its. 5-OS crores. To take some individual instances, 
Sholapur Mills with a paid-up capital of Bs. 8 lakhs had Bs. I'SO crores; 
Swadeshi with a paid-up capital of Bs. 20 lakhs held Bs. 42 lakhs of 
deposits. Public confidence, till very recently, was so well established that 
good mills were able to obtain deposits not only ut the same rates as quoted 
by banks but in 'some cases even one-half per cent, cheaper than banks, 
lleceutly, however, the furious career of Treasury Bills on which Gov- 
ernment have embarked and the high rates paid thereon have made it 
extremely difficult for mills to obtain their usual deposits even by offering 
higher rates. In this connection, I would strongly exhort this Committee 
to study in detail the effects of twelve-month Treasury Bills issued last year 
and if satisfied, as I am confident they 'vill be satisfied, to impress Gov- 
ernment with the desirability of abandoning such issues in future. Not 
only have they robbed the mills largely of their working capital but have 
competed severely with bank deposits with the result that whilst with 
attenuated resources mills have to tuni to banks for loans, the latter have 
' either to refuse or drastically curtail such advances except at increased rates 
of interest. To complete the picture, I must add that these difficulties 
have been aggravated in some cases by the financial w-eakness of the 
managing agents. 

This method of obtaining, working capital has been criticised. j)arti- 
. cularly by bankers, on the ground that unsecured loans carry with them 
the temptation of over-trading. It is quite possible that wrth mone.y 
easilv obtained and at comparatively cheap rates, mills in the past have 
sjiecujated in cotton or have carried larger stocks of finished goods than 
Justified b.v the state of the market. We have also had the sad experience 
of this facile credit being used for extension of plant and machinery with' 
the inevitable result that in adverse times like the present when the 
volume cf this credit is shrinking, a lack of adequate working capital is 

2 A 2 
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beiu^^- keenly felt. Many an industrial concern has foundered on this 
rock'’ of shoil term capital having been tied up in fixed assets. But on 
the other hand, under prudent and conservative management, cotton mills 
in India have been greatly assisted by these deposits and it would hardly 
be fair or reasonable to condemn this method of financing in general 
because of the imprudence and lack of ballast of some mill agents. 

(2) Banlc loans cash credits . — I find that till recent years cotton 
mills in India did not obtain much assistance from banks in their working 
finance. At present, however, most of the mills in Bombay have certain 
an-angements with banlis bj' which they obtain loans on the security of 
stocks of cotton and cloth, both manufactured or in process. In some 
cases, loans are raised on gilt-edged securities deposited with banks; in 
some cases only, on the promissory -note of the company with a copy of 
the resolution passed by the Board of Directors In several cases, banks 
insist on the additional guarantee of the managing agents over and above 
the stocks hypothecated to them. As a rule these loans or cash credits 
are arranged for twelve months and are renewable thereafter. The rate of 
interest is usually made to vary with changes in the Imperial Bank of 
India Bate, with a fixed minimum in some cases. In cases, banks 
insist on the half-interest clause, i.e., the borrower must pay to the bank 
interest oa at least half the amount of cash credit, in-espective of the 
amount drawn. This is not unreasonable in view of the fact that the 
bank carries the obligation of providing the full amount of the cash credit 
whenever demanded by the borrower. The stocks of cotton and cloth are 
stored in the godown of mills to which banks are given 'full access, when- 
ever desired. The borrower furnishes weekly or monthly returns of ’stocks 
to bank'i, and the usual margin to be maintained by the boiTower is twenty 
to twenty-five per cent, for cotton und cloth in bales and forty to 'fifty per 
cent, for cotton and cloth in process. 

'For the year ending 31st December 1928, bank loans and cash credits 
to twenty -five representative cotton mills in Bombay stood at Es. 2*47 
crores. Whilst the Imperial Bank of India, the indigenous banks and 
some wealthy private bankers are principally interested in this Business, 
recently exchange banks have also entered the field. I believe it is now 
an open secret that the Imperial Bank recently .made a 'drastic reduction 
in its loans and cash credits to cotton mills. This action was -criticised 
at the time in the public press and had it not been for the timely assist- 
ance of some British banks and private bankers it might well have resulted 
in a severe crisis in Bombay. I am prepared to concede that the manage- 
ment of the Imperial Bank cannot but be left to the discretion and judg- 
meat of the Governors but I thiuk it will not be questioned that it is the 
duty of banks in general and of a semi-public bank like the Inaperial Bank 
in particular, to nurse our premier industry^ in its present sad plight. I 
uiean business and not charity when I'say that assistance and s^^pathy at 
present are m the larger interests of banks than callousness and loss of 
pipper perspective. I have to record here the painiul experience of" certain 
mills which are refused accommodatioixon the. security of stocks iHth usual 
more than usual margins and with agents’ guarantee for re- 
paymeht. It cannot be in keeping with banking business Jf our hanks 
refuse to show ente^rise and take reasonable risks. If India is to make 
in the development of industiies, I would request 
Inis Committee to advise our banks to take a leaf out of the book 
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of English banks •whicb have recently stood solidly by their industrial con- 
cerns. In a debate in the House of Commons on the 19th December 
1923, Mr. Hammersley stated that at least 200 mills in Lancashire were 
in the power of the banks, with 90 per cent, of these in the financial con- 
trol of four banks. I would leave this Committee to imagine the plight 
of Lancashire if English banks assumed the same attitude as banks in 
India did. I would also invite the attention of this Committee to the part 
played by English banks in the reconstruction of large iron and steel and 
engineering companies in England in the last two years. 

(ii) Iron and Steel Industry . — 

Although there are not many joint stock companies in India at present 
engaged in the manufacture of iron and steel, I have selected this industry 
not only because of its importance as one of the key industries of the 
country but also for its special conditions and the nature of its financial 
requirements. The working of these companies in India, as in other 
countries, has shown that the proportion of fixed capital to working 
capital has to be considerably larger than in the ease of indus- 
tries like cotton or jute. It would be lar easier to find capital 
for a dozen cotton or jute mills than for one iron and steel 
manufacturing company. The length of time involved in the erection of an 
iron and steel works calls for some patience on the part of those who sub- 
scribe to its capital and the experience hitherto obtained from the working 
of the Tata Iron and Steel Compan.y is such that another company of the 
same size would be practically impossible to float in India unless the exists 
ing sources for obtaining capital are mobilised by the formation of indus- 
trial banks. 

The share capital of the T.ata Iron and Steel Company is over ten crores 
of which Its. 7-75 crores is in preference shares and the balance in ordi- 
nary and deferred shares. Besides these, there is a sterling debenture issue 
of £4 million secured on tiie mortgage of ihe fixed assets of the company 
which stood in the last balance sheet at Ks. 14'5 crores. The debentures 
which were issued in 1922 are not fully repayable till 1957, though the 
company has option to redeem them in 1937 at a premium. The long 
period of the debenture loan is not difficult to understand as all this money 
bus been invested in plant and machinerv and the onlv source, kom which 
repayment may be found is by annual appropriations of a part of the annual 
profits to the debenture sinking fund. 

For a coni]>anv producing every year about Es. 5 crores worth of finished 
steel and employing over twenty-five thousand hands, the requirements for 
working capital are necessarily large. Some years ago when the company 
was sl.ruggling with serious difficulties, the question of obtaining working 
capital was a daily problem. It was, however, nartially solved by Govern- 
ment assistance which took the form of a fixed loan of Es. 50 lakhs by the 
Secretary of State for India with whom the company’^ deposited an equiva- 
lent amount of its unissued debentures. With the progress of the com- 
panv this loan was withdrawn. There is a large cash credit of Es. 1 crore 
given by the Imperial Bank against the hypothecation of a part of the 
company’s 'stock-in-trade. In addition to this the company has a substan- 
•tial ca'-'h credit arranged through one of the leading financiers of 'Bombay 
on similar seenritv. These facilities are supplemented by fairlv large 
amoun'is of unsecured loans or one-vear deposits which the companv has 
been able -to raise on its own promissorv-notes or deposit receipts. I must 



ackcowledge here that enterprising and bnsiness-like attitude which has 
been sympathetically maintained towards this industry bt some of our 
indigenous banks. 

The experience of this company reveals what enormous difficulties it 
had in the past in raising both the fixed and working capital. But for the 
financial standing and the enormous influence of the managing agents, 
the company might not have continued its existence till now. However, 
the cost of raising the necessary capital has been a partial handicap for this 
company to reach a position where it could make some return on the 
major portion of its capital. Even the dividend on its preference capital 
remains unpaid for some years. The company has to find every year 
Es. 35 to Es. 40 lakhs for interest on debentures and other loans. I would 
also draw thf attention of the Committee to the experience of another 
company — I mean the Indian Iron and Steel Company — which has had 
to mortgage more than half its annual profits for obtaining a debenture 
Jean on the guarantee of the Bengal Iron Company. That there is a lack 
of adequate credit facilities for the finance of this industry is widely re- 
cognised and this recognition explains why new companies are not started 
for the manufacture of steel notwithstanding the fact that the cost of 
producing pig-iron is cheaper in India than anywhere else and that the 
.annual consumption of steel is much larger than the total producing capa- 
city of the existing companies. 

(iii) Hydro-Electric Industry . — 

The distinctive characteristic in the finance of this industry is its require- 
ment of large fixed capital. Fortunately for India, the share capital of 
the existing companies was raised at a favourable 'time and even then not 
without some difficulty. Had it not been for the generous assistance of 
some of our Native Princes, it would have been impossible to obtain all 
the necessary capital. In one case particularly, namely, Tata Power Com- 
pany, the arrears of unpaid calls had at one lime accumulated to a total 
of Es. 1*37 crores out of a total subscribed capital of Es. 4-3i) crorcs. To 
complete its construction, the company had to take a debenture loan from 
Tata Hydro-Electric Company and as a part of the consideration it had to 
surrender a certain percentage of its annual profits to that company. The 
'Andhra Valley Power Supply Company also had to undergo the very unfor- 
tunate experience of shoriage of capital and a time was reached when the 
company would have been obliged to close down but for the friendly assist- 
ance of one of the local banks on the personal guarantee of the managing 
agents. 

In the case of both Andhra Valley and Tata Power, it is noteworthy that' 
fairly larg(3 debenture loans were raised in London. Tata Power Com- 
pany was also in a position to avail itself of the British Trade Facilities 
Act and raised Tl million at 4^ per cent, on undertaking to buy British 
mach'nerv from this loan. The total amount raised in London by the two 
companies amounted to £2,750,000. 

The lack of adequate facilities for financing our industries was broughi 
to the fore in 1926 when the Tata Hydro Company raised a debenture loan 
of Es. 2 crores principally to lend 115 lakhs to the Tata Power Company. 
Notwithstanding the fact that the debentures were issued on the credit of 
the parent company which had established a long record of dividend pay- 
ments, money was obtained on 'terms which cannot be called otherwise 
than extortionate. The amount wanted w'as large and the company could 
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not afford the risk of makiog a direct appeal to the public. The deben- 
-tures were, therefore, underwritten at five per ceut. discount carrying in- 
'tei’est at the rate of eight per cent, per annum. They were readily taken" 
up by investors and within a few months were quoted at a premium of 
-ten per cent. 

If thi.s Committee will care to study the working and financial structure 
-of these companies, it will be impressed with the disproportionate burden 
•of interest charges on debentures and laans on their earnings compared 
•to the operation and establishment charges. It is, therefore, necessary to 
devise ways and means by which credit facilities may be made available 
to this industry at a reasonable cost so as to enable these companies to 
■supply power at a cheaper rate to the benefit of other industries and also 
to encourage other similar projects to be undertaken in other parts of 
India, 

This industry presents various valuable possibilities of developing sub- 
-sidiary industries but there is evident shortage of capital. One of the main 
reasons why Tatas recently sold half their share in the agency of these 
•companies to a wealthy American Compam' has been the possibility of 
obtainiug financial assistance from America for the exploitation of subsi- 
diary projects. 

I do not propose to review the financing of other industries. The 
•description given above of three important industries should prove suffi- 
cient to justify the demand for industrial banks in this country. Industrial 
-banks that I have in view are conspicuous by their absence in India. We 
can only speak of one serious experiment in this direction, vis., The Tata 
Industrial Bank which could not survive long because mainly, to my mind, 
of ignorance of the fundamental principles underlying the working of such 
‘banks. There was ignorance both on the part of management and direc- 
tion and on the part of shareholders and the general public. A unique 
•opportunity was allowed to be lost and we are still without any industrial 
bank worth speaking of. 

I suggest the establishment of an industrial bank in each of the major 
provinces in India. The bank should not, however, be started in any pro- 
vince without a thorough preliminary survey of local conditions and needs. 
‘That there is considerable scope for tre exploitation of natural resources 
"throughout India has been convincingly shown by the Industrial Commis- 
sion. But it is also necessary at the same time that private enterprise 
should be found to take initiative in promoting new industries. I feel, 
■however, that the existence of an industrial bank in a province combined 
with ii well-equipped Department of Commercial and Industrial Intelli- 
gence will give heaz-t to enterpiising businessincn to undeidake new ven- 
tures. In an industrially young country like India, ndth a Government that 
has hitherto been indifferent and apathetic to the furtherance of the econo- 
mic interests of the country, and with recent memories of inevitably dis- 
paraging losses and failures in the industrial field, there cannot be much 
hope for progress in this direction unless there is 3- radical change in the 
•attitude and policy of the Government of India in regard to the develop- 
ment of Indian industries. In the words of the Industrial Commission “A 
powerful and well-directed stimulus is needed to start the economic 
■development of India along the path of progress. Such a stimulus can only 
be supplied by an organised system of technical, fiuancial and administra- 
tive assistance". The change in policy that is desired here is not one of 
dip-sympathy but an active and energetic policy of encouragement .and 



support. I suggest, therefore, that Government should undertake the- 
rcfcponsibility of lending financial assistance to industrial banks either im 
the shape of direct subscription to their capital and bonds or in the form 
of guaranteeing repayment of capital and interest on bonds issued by 
them. 

Industrial banks that I suggest should be joint stock banks with large 
authorised capital. They may start by issuing only that part of the autho- 
rised capital which may be deemed necessary both as a result of the preli- 
minarv survey of local needs and also consistent with the demand for 
establishing its credit in the market. In any case, whatever be the amount 
issued, a substantial part of it — I would suggest at least 50 percent — should 
be subscribed and paid-up. The reason for suggesting a large authorised 
capital is obvious as industrial banks to be .‘successful in the course of 
time must be progressive institutions and must spread "their risks over a 
wide range of iiidustries. 

Each of these banks should have the right tc issue debentures or 
bonds to the extent of five times their paid-up Capital. Both repayment 
of capital and interest on these bonds shall be guaranteed by the Govem- 
njent of India. In the event of these banks not being able at any time to 
raise money on these debentures or bonds, Government shall directly subs- 
cribe to them with the right to sell them in the open maikct at any time- 
but not under par. 

The object of industrial banks is to provide capital, both fixed and. 
working, for industrial concerns, the repayment of which cannot be expect- 
ed within a short time. This explains the necessity for large capital 
funds at the disposal of these banks. The bonks will of course open 
current acccamts and receive short term deposits and do the ordinary com- 
mercial banking business, particularly during the early years of their exist- 
ence. Buc there cannot be a more fatal error than to plan the structure 
of inaustrial banking on the foundation of deposits withdrawable on demand 
or at short notice. Under prudent, conservative and well-informed manage- 
ment and direction, industrial banks will succeed in extending their acti- 
vities over a wide field bv a judicious turnover of tlieir capital resources. 

An industrial bank, to be really successful, must have a very strong, 
and well equipped intelligence department. The function of this' depart- 
ment should be to collect and compile relevant data on the industrial pos- 
sibilities of the province and must be placed under the direction of a man 
of varied industrial experience who may be in a position to formulate 
schen-e.s for the development of these possibilities on a business scale and 
also to analyse and ci-iticisc similar propositions placed before the bank for 
financial assistance and support. It is very seldom that technical know- 
ledge and business acumen are found combined in one man. The results 
achieved in the laboratory have often failed when put to test in a business 
factory. The necessity, therefore, of a strong Board of Directors, consisting 
of bipinessmen and financiers , of long experience, does not need to be em- 
phasised. Government shall have the right of nominating an additional' 
director -without the right to vote at Board meetings. It shall be the duty 
of tliis director to act as a liaison officer between the bank and Government. 

I need not dilate on the actual working methods to be employed by 
industrial banks. I would, however, suggest that the chances of success- 
ful working in 'places like Bombay and Calcutta would be considerabljr" 
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furthered if these banks will endeavour to utilise and support some of the 
local agencies engaged at present in raising industrial capital in the- 
country. As far as I am aware, there are at present no underwriting firms 
in India as we find, for instance, in London or New l^ork. But a few 
firms of stock-brokers with large clientele and wdth banking connections, in 
Bombay and Calcutta possess that requisite knowledge and experience, 
though not the resources, necessary for underwriting business. I believe - 
that with the assistance of industrial banks, these brokers will be placed in 
a position to consider underwriting, propositions which, in most cases, at 
present are not found practicable for w^ant of financial backing. I think 
that wdth the existence of industrial banks it wdll also be possible for ocher 
joint stock banks to assist industries through participation in new* flotations, 
particularly in well-secured debentures or preference, shares. 

I suggest that industrial banks m India should follow' the w'dl-escab- 
lishc'd German practice of banks insisting on having their owm representa- 
tives as directors of companies which they have assisted in floating or 
which they finance. The presence of banks’ representatives not only pro- 
vides first-hand information as to the state of the companies' business but 
also acts as a brake on imprudent or unbusinesslike management. We 
must, however, endeavour to benefit b.y the recent experience of German 
banks in regard to the failure of Frank Further Allgemcine Versicherungs , 
4. G. This big and well-knowm insurance company failed only a few days 
after obtaining fresh credits from banks wdiose representatives were all at the 
time on the Board of Directors. This painful experience does not at all 
disprove the desirability of this practice but only serves to emphasise the 
importance of having VC17 vigilant and energetic men to w'atch the in- 
terests of banks. 

If industrial banks are to succeed in India, I w'ould exhort this Com- 
mittee to urge, firstly, those who may be responsible for the organisation- 
and management of these banks not to be carried away by over-enthusiasm 
at the start with anxiety to show great results, and. secondly, the public in 
general and investing public in particular, not to be impatient of the pro- 
gress of these banks and not to expect fat dividends in early years. Expert 
knowledge under cautious business-like direction ana patient patriotic sup- 
port by investors wdll, in course of time, give us industrial banks whose 
record of achievements wdll bring no small credit to this Committee for 
recommending their establishment on sound and w'ell -proved lines. 

I do not favour the. establishment of trade banks. I think the advant- 
age of having such banks w'hich mainly arises out of their specialised Imow- 
Icdge of particular trades is outw'eighed by the inherent risk of rapid loss 
of public confidence m the, event of such trades being involved in difii- 
eulties. Ic must be remembez'ed that banks are dealers in credit — a very 
intangible and sensitive commodity — and as such w'ould be easily affected" 
by the ups and downs of the trades they are specially concerned with. 

I suggest that this Committee should study the possibilities of developing 
credit insurance in India. In this connection perhaps the experience of 
the Trade Indemnity Company of London may prove very instructive 'and 
helpful. In London I was greatly ‘iriipressed with the possibilities of this 
system which enabled banks to finance traders and manufacturers who 
sold their wares on the instalment-purchase 'plan. It is credit insurance 
which encourages some London banks to consider financial prbpositions.. 
' emanating from countries like Poland or South American Eepublics. The- 
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•■idea is quite simple and practicable inasmuch as it reduces the risk of loss 
for banks by insurance companies undertaldng to share the potential loss 
on such transactions in consideration of an actuarially fixed premium. 


Banking Education. 

/ 

One of the reasons commonly advanced for the tardy development of 
■banking in India is the dearth of properly trained men who could be 
•trusted with the management of departments and branches. Speaking 
with some personal experience of training students for a banking career 
ns well as of the openings afforded by the existing banldng institutions 
for well-trained men, I submit that this charge is substantially ill-found- 
•ed, though I am convinced that it will continue to be repeated as long as 
it remains closely unscrutinised and is not pronounced to be false and 
unwarranted by an authoritative body like this Committee. Whilst deep- 
ly grateful for the opportunities I had had for my banking training with 
the London office of a well-known American bank, I cannot hold back 
from the Committee my conviction that when the leading-strings of the 
majority of the banking institutions in India are pulled by non-Indians, 
this charge of paucity of well-trained men for banking business is positive- 
ly unfair. This conviction is based on substantial proofs which being of 
a confidential nature, I cannot discreetly disclose here but I shall be glad 
"to place them before the Committee if they care to go fully into this 
matter. 

The education for a commercial career has necessarily to be twofold: 
theoretical and practical. The establishment of commercial colleges in 
various parts of India during the last fifteen years and more has made pos- 
sible tneoreth'al training of students for different branches of commerce 
including banking and exchange and the progi-essive increase in admissions 
"tn these colleges from year to year and the increasing number of students 
who successful Iv obtain the University degi’ees in the prescribed courses 
fully testify to the availability of young men equipped with theoretical 
training for conr..wici<.i vocations in life. Having twice acted as Profes- 
■Bor of Advanced Banking in the Sydenham College of Commerce, I am 
in a position to say that the curriculum prescribed by the Bombay Uni- 
versity for the B. Com. degree with banking and currency as a .special 
Bubi'ect is fairly comprehensive being based mainly on similar courses in 
the University of London. Students of average intelligence and calibre 
who successfully emerge from the University examinations go out into 
the commercial world with a fair knowledge of the theory and system of 
banking in India and other countries of the world as well ns with a keenness 
nnd anxiety to seek opportunities for working out in practice the theories 
they have mastered. It is, of course, an inevitable drawback of com- 
mercial education which is not only confined to India that such subjects 
-as banking and exchange have in most cases tc be taught by persons who 
have never been inside a banking department nor possess any business 
connection which would bring them into close touch with banks. But 
'then, on the other hand, with due deference to our practical bankers, 
there would be few among them to claim an equal theoretical knowledge 
-on banking matters which is the proud possession of our University lec- 
turers. If men could be found who combine a sound theoretical know- 
ledge with practical experience of banking, a definitely practical hias would 
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•be imparted to students all through their University education. This 
•defect can, however, be remedied if some of om’ bankers can show the 
•enterprise of volunteering their occasional services for conducting practi- 
cal classes in banking for advanced students of the subject in our commer- 
•cial colleges. 

After graduation in commercial subjects with banking as a special 
subject, qualified young men find themselves at the parting of the ways 
in the absence of any organised facilities for their practical training. It 
must be admitted that many of these, under the pressure of straitened 
circumstances, cannot afford to wait for suitable opportunities and have 
to take whatever jobs are offering, irrespective of the field for the appli- 
cation of their specialised knowledge. Whilst some of these have been 
•lucky in finding employment with banks, the majority have to seek other 
openings. There is no co-ordination of efiort at all between the commer- 
cial colleges and the banks. Repeated requests from the heads and staff 
of such colleges are turned down for want of vacancy. As far as I am 
aware, no bank in India except the Imperial Bank of India, has any 
regular arrangement or scheme for training young commercial graduates. 
The Probationer-3’ Scheme, as I think it is called by the Imperial Bank, is 
well-conceived for this purpose, but the number of men admissible every 
year under this scheme is lackadaisically small. In the absence of any 
■detailed information as to the actual number of young men hitherto 
trained under the scheme and as to their present status and emoluments, 
it is difficult to pronounce any opinion how far the scheme has proved 
■successful in giving practical effect to a very sound and generous intention 
on the part of the framers of the scheme. I would exhort the Commit- 
iee to go thoroughly into the working of this scheme, -as for some time 
past, I have been informed, several applications have been rejected for 
v'ant of vacancy. Under the existing circumstances, the Imperial Banlc 
iv- the only institution to which the commimity can look for substantial 
•support and assistance in this matter. And the reason is obvious. The 
bank has one hundred branches and several agencies spread all ovei the 
country. It is supported by Government, local corporations like muni- 
cipalities and port tmsts, Native States and charitable trusts. It must 
■not also be forgotten that the sole raison d’etre for the bank is not to 
earn large jjrofits and distribute fat dividends to its shareholders. It is 
a semi-public bank and as such it sfiould be one of its principal functions 
io piv'vide a widespread banking service for the country by employment 
of indigenous +aJent. This cannot, however, be achieved unless the 
Probationers’ Scheme is considerably enlarged and extended and a much 
larger number of educated young men are taken up for practical training. 
I may also add that practical training given under this scheme, to be 
really useful must be of a nature and varietj^ to leave the probationer at 
ihe end of his training with a full knowledge of the routine work and 
•general banking practice of the various departments of the office so as 
to enable him later to take charge of the smallei' branches of . the bank. 
The relegation of a probationer, for instance, to the shai’e transfer de- 
partment for the major period of his teaining is, I submit, a perversion 
-of the real intention underlying this scheme. 

Besides the Probationers’, Scheme, the Imiperial Bank has a definite 
■scheme for recruitment of the higher staff of the bank. This i*eeruitment 
takes place in the United Kingdom and candidates who^ are eligible for 
•service under this scheme must have three years’ practical experience of 
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work in a bank in the United Kingdom. In the case of those holding a. 
University degree only two years’ practical experience is required. Select- 
ed candidates arc given a free first-class passage to India and start on a. 
monthly salary of Ks. 500 with fifteen per cent, housing allowance. 
With a yearly increment of Es. 50 these candidates rise in time automati- 
cally to positions drawing Es. 1,200 per mensem. Em’ther promotion 
then is made conditional upon individual ability and merit shown during 
past service. Though these higher stafi are recruited outside India, quali- 
fied Indians are eligible for this service and a few Indians have in very 
recent years been recruited under this scheme. 

1 am not avare if the framers of this scheme ever intended or anti- 
cipated that eligible Indian candidates would come forth imder this 
.‘scheme of recruitment. As I was amongst the first few Indians — perhaps 
the first — to apply for this grade of service, the rules under this scheme 
were closely scrutinised and at last some ingenious brain discovered that 
I was not eligible for service under this scheme as my practical experience 
was v/ith the London ofl&ce of an American bank and not with a British, 
bank. I find, however, that later owing to the interest taken in the 
matter by some of our public men and the Indian Merchants’ Chamber, 
this rule has been liberally interpreted to include practical experience with 
any bank in the United Kingdom. I hope the Committee will consider 
this personal reference in the spirit in which it is made here, since, 
personally I do not regret my exclusion from this service, though every 
self-respecting Indian would resent such treatment. 

Ihis scheme require.-- to be modified in one particular respect, if re- 
cruitment of Indian candidates of the right stamp is desired to be en- 
couraged. The majority of these candidates, to my knowledge, are 
graduates of Indian Universities. They go to England with the twin 
object of studying at the London School of Economics for the B. Com. 
or B.Sc. (Econ.) degree of the London University with banking, currency 
and exchange as their special subject. The lectures at this school are so 
arranged that the full cumculum can be followed by attending evening 
lectures from six to nine. This arrangement leaves the whole day free 
for practical work. And the rub comes in here. The facilities for practi- 
cal training in banks in London for Indians are only a matter of luck 
with a few. Considering the nature and scope of business transacted at 
the London office of the Imperial Bank, it is hardly useful for a thorough 
training. The big English banks are very reluctant, if not hostile, to tak- 
ing Indian apprentices in their offices. Eoreign banks, therefore, afiord 
the only chance for such training, but it takes a lot of time and influence 
before one succeeds in getting an entrance. It is on account of these 
circumstances that I would urge this Committee to persuade the Imperial 
Bank to raise the age limit for candidates ajiplying under this scheme from 
25 to 27 ^cars. I do not wish to comment on the quality of Indian and 
other recruits under the scheme with a view to avoid invidious racial 
distinctions, but I am confident that if this Committee is prepared to look 
closely into the comparative qualifications of the bank's servants recruited' 
under this scheme, it will have little doubt as to the superior qualifications 
of the Indian candidates. 

The exchange banks in India recruit all their superior staff in the 
United Kingdom, the only exception being made in the appointment of 
head cashier or shroff. This latter exception is unavoidable sb fhe-- 
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■European officers of these banks are in most cases birds of passage and 
•caniiot be expected to be vrell acquainted with local parties and their 
fihandial standing. As all these banks were incorporated in England and 
have been o’mied mainly by non-Indian shareholders, it is only natural 
that they should provide field of employment for men of then- own nation- 
ality. The other non-Indian banks, the foreign agencies, also follow a 
■similar policy. Elsewhere in this memorandum, I have suggested direc- 
tions in which business of these banks may be regulated in India. It 
would be but fair to ask of all these banks that they provide suitable 
facilities for training Indians, and the Committee, I think, would be fully 
justified in making this a condition precedent to the issue of licenses to 
■sucTi banks. The Central Bank of India and the Punjab National Bank 
appear- to be the only impoi-tant Indian joint-stock banks which are en- 
tirely staffed and managed by Indians. I do not think, however, there 
as any well-defined system for recruiting their staS or any scheme for 
'giving jU'Jietical training to commercial graduates. This perhaps explains 
kow ‘some of our banks have become the dumping ground for law graduates 
ail'd floating solicitors who cannot be absorbed elsewhere. This is a re- 
'gfettdble feature inasmuch as these men lack a practical business outlook 
•and carry with them into the business world the contagion of their liti- 
gious spirit. 

The value of a sound banking education, both theoretical and practical, 
'does not aippear to 'be fully appreciated in this country in general. Even 
’some of our 'practical badkers are sceptical of its value, particularly on the 
'theoretical'side, and are apt to forget that given equal opportunities -men 
'v.dth sound theoretical education would prove their worth. Though-many 
■of those who are in charge at ’present of the management of the big banks 
in London have gradually risen from the low -rung of the ladder, they do 
'Eot fail to “recognise the importance and value of theoretical education. 
Bunk clerks in London are encouraged to study the principles, practice 
and systems of banking in different parts of the world and are given special 
bonus or promotion on tbeir passing examinations like Institute of Bank- 
• ers or Gilbart’s. Some of the banks there also maintain a small regular 
department for research and statistical work, the useful results of which 
we frequently find in the illuminating annual speeches of chairmen of 
•such banks. This Committee would, therefore, do a great service by im- 
pressing upon our bankers. the value of creating and keeping alive among 
'their Staff an interest in the study of their subject. On the practical side 
‘•also, our big Indian banks would benefit considerably by sending. some 
-’bfi'their’pieked'inen to London and to arrange for their practical training 
”^ith their London (agents. The attitude of - narrow-minded self-sufficiency 
-'■fhust' be-esposed and deprecated and if Indian banking organisation is to 
- be ''broad-based ' on mddem- lines, the vicious idea of conditioning the 
■'stSbility of banks ’on the supposed’ prestige -and ’indispensability of indi- 
'viduals";must''be'feradieated root and* branch. 

Indigenous bankers have been plying their trade according to their 
OTTO ideas for such a 'long ’time that 'it-'will be almost a superhrunan task 
''to''p'ersuade' them to adapt ’themselves to 'modem conditions. Consider- 
' ' ing 'the nature and extent of their business and their age-long experience 
hf local conditiuhs and’ patties handed down'from father to son, it may 
even appear doubtful ‘if 'modem'methods of banking business would appeal 
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to them as more efficient in the sense of actual results of profits. How- 
ever crude their methods may appear to. us, it is natm'ally to their interest 
to stick to these methods which are at once iucomparably economical and 
serviceable in maintaining close secrecy about theh business. Unless^ 
therefore, they are compelled by their own clientele as a result of the- 
wider spread of education in the country, or by a country-wide extension 
of modern branch banking, it is difficult to conceive of circumstances- 
which would impress them with the need or value of banking education, 
I am of opinion that mere enactment of laws compelling indigenous bank- 
ers to keep regular sets of books and to pass receipts for payments 
received, etc., will not yield gi-eat practical results if we remember the 
type of business and the class of people indigenous bankers are concerned 
with. Education is the greatest political and economic need of India and 
so many of the reforms we all ardently wish to bring about must continue 
to be mere dreams as long as ninety per cent, of the country’s people grope 
in the darkness of illiteracy. The solution of several of our very acute 
problems only waits on the introduction of compulsory education in the 
country which when effected, will transform the whole face of things and 
make indigenous bankers, among others, how gi-eatl}' they can further 
the economic well-being of the countrj' by allowing the old order to 
change, giving place to new. 

The Indian Institute of Bankers is only a very recent creation and the 
experience of its working has been so small that it is too early to think 
of amendments in its constitution. It is organised substantially on the 
basis of the well-knonm London Institute of Bankers. The value of such 
bodies depends largely on the active co-operation of its members and a 
clear understanding on the part of the banks that men who have passed 
the Institute’s examinations will have due recognition from them, if 
developed on sound and well tried lines of the London Listitute, this body 
promises in future to be the additional vehicle of banking education as 
well as the spokesman of authoritative banking opinion in the country. 


Begulatiox of B.\xkixg. 

The history of joint stock banking in India, though none too long, is 
abundantly replete with varied experiences suggesting numerous defects 
in the organisation and management of banks as well as diverse difficulties 
which militate against the rapid development of banlring in the country. 
In the past banks have failed in India, as in other countries, on accoimt 
of fraud and dishonesty, incompetent management, temporary difficulties 
which could be tided over with timely assistance from other banks, national 
calamities like the earthquake or floods, etc. These failures have aggra- 
vated the difficulties by breaking the confidence of a preponderately 
illiterate people in the stability of joint slock banks in India. Of the per- 
sistent difficulties which hamper a rapid growth of banking may be men- 
tioned (a) illiteracy; (b) size of the country making enormous distances 
between important towns and the interior; (c) jealousy and competition of 
exchange banks and other foreign agencies; (d) the privileged position of 
the Imperial Bank; (e) absence of a powerful Central. Bank; (f) unsettled 
and vacillating currency and financial policy of Government; and (g) total 
apathy and indifference on the part of Government., 
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I need not dilate on (a) and (b) as it is a patent fact that India has' 
the size of Europe without Eussia and that about ninety-five per cent, 
of its inhabitants cannot read or write their own names. The enor- 
mous size of the country natm'ally entails diversity of social and economic 
conditions, the worst being the countless number of languages and dialects- 
current in different parts of the country. 

I 

(c) The exchange banks which were all incorporated in London have 
been doing business in India for a good many years and have by this time 
built up a very strong position for themselves in the country. With some 
other foreign banks they enjoy a practical monopoly of financing the 
foreign trade of India with the assistance of the London discount market. 
Whilst they look with jealousy and disfavour on any new comer into their 
field of activity, they have gradually and successfully invaded the territory 
of local finance. In this they have been offering very keen competition to 
the Indian banks inasmuch as with the established credit of the past and* 
with the powerful assistance of their head offices, they have been able 
to attract large deposits which would otherwise have gone to the Indian- 
banks. With better credit they are in a position to obtain local funds at 
cheaper rates than their Indian competitors and can consequently advance- 
money on better terms than the latter. The relations between exchange 
banks and Indian bonks can best be described as neither particularly 
friendly nor openly inimical. It has, moreover, to be added that the 
attitude sometimes taken up by certain exchange and foreign banks in 
their day-to-day dealings with Indian banks is hardly conducive of that 
atmosphere of healthy rivalry among competing business groups which cne 
experiences in an international market like London. 

(d) The Imperial Bank occupies a safely entrenched position within the^ 
framework of the Imperial Bank of India Act, 1920 I think one may 
say without fear of contradiction that no bank in India loves the Imperial 
Bank for its position as a State-aided competitor. A detailed investiga- 
tion into the working of the Imperial Bank vis-a-vis other banks and 
particularly Indian joint stock banks since 1920 will, I am confident, con- 
vince this Committee that it is an unfair contest in which the opponents 
are not well matched. There can only be one result of this fight between 
Goliath and stripling Peter and that result is too patent to need mention. 

- 1 am prepared to admit that the Imperial Bank has rendered in some res- 
pects great service to the trade and industry of this counW. But one 
often wonders if the real intention underlying the establishment of this 
bank has been fulfilled in the bank havin'^ built up a large commercial 
clientele with the aid of crores of interest-free public funds. The inaugura- 
tion of the Imperial Bank was hailed by many as the first and important 
step towards the development of a strong Central or State Bank in India; 
but the realisation of such hopes is rendered impossible bv the bank 
having developed vast commercial and trading connections through some 
loop-holes in the Act of 1920. This development has dealt a severe blow 
to other banks which cannot reasonably be expected to compete with a 
privileged competitor like the Imperial Bank. 

(e) As the Imperial Bank is in no real sense a Central Bank, Indian 
joint stock banks in their present state of development have no certain 
source of support and assisffince in times of teniporai 7 difficulties. The 
presence of a powerful Central Bank would not only impart confidence 
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Fortnightly Statements . — Excepting the private firms and co-operative 
credit banks, all banks under this Act shall be required to publish every^ 
fortnight in any two local papers a statement sbovdng the following' 
items : — • 


Capital 

Reserve 

Deposits current 

Fixed 

Savings 

Loans from other banks 


Cash at bank. 

Money at Call. 

Balances with other banks. 
Loans and Advances. 

Bills discounted. 
Investments. 


Acceptances, guarantee, etc. 

A copy of this statement shall also be filed v'ith the Registrar of 
Banks— an office that will be created in every Province under this Act. 
Eor non-Indian banks, the items mentioned should refer only to their busi- 
ness in India. The statement shall be certified by responsible officials like 
the manager, accountant and chief cashier. 

All persons and banks imder the Act shall adopt the working year as 
from 1st January to 31st December. This unifoim practice will make 
banking statistics not only intelligible- for comparative purposes, but may 
well prove serviceable in bringing to the fore certain tendencies in our 
banking development. 

Minimum Subscription and Pnid-tip Capital . — Section 101 of the Indian 
Companies Act in so far as it applies to joint stock banks shall be amended 
to the efiect that the minimum subscription for proceeding •\nth allotment 
of shares should be fifty per cent, of the issued capital. Euidiher, within 
one year of the commencement of business, the paid-up capital must be 
at least fifty per cent, of the capital subscribed. The history of joint stock 
banks in India reflects the wealmess of banks on accovmt of their very 
small, in some cases incredibly small, paid-up capital in proportion to their 
authorised or issued capital. The confidence of depositors, it does not 
seem to have been properly realised, in the stability of a bank is streng- 
thened by the amount of its paid-up capital. and reserves. In the West,' 
this has been very widely recognised and the growth of business in several 
cases is accompanied by further increases of capital. If banking business 
in India is not to be a by-word and a reproach, this easy trick of defraud- 
ing ignorant people by fonnation of banks with astounding figures of 
authorised capital and with a negligible paid-up capital must be made 
unworkable by the amendment suggested above. 


Loans fo directors.— One of the very important lessons taught by the 
nast history of banks in India is the danger of -intimate relationship 
between banks and companies in -uhich banks’ directors are interested. It 
is noteworthy that the Hindustan, Bank which was the first joint stock 
bank established in India in 1770 failed in 1832’ because of the failure 
of the firm of Alexander '& Co. who were closely associated with' the bank. 
That the Alliance Bank of Simla failed owing to the desperately insolvent 
position of Boulton Bros, is too fresh a sore to be, reopened now. It is 
also a great misfortune that bank directors have been found to be -too 
innocent of banldng practice or even, of ordinarv business prudence to 
'detect or counter the evil practices of other designing directors or manarrers 
A verjr honest and well-lmovTi citizen of Bombay who was a director of & 
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1-i pnlr admitted in a court of law after the failure of his bank that he did 
not know what a bill of exchange meant. How such highly respected naen 
can be used as tools by dishonest managers or co-directors for defrauding 
the public is very amply confirmed by our past experience. The law 
must, therefore, intervene to protect the public. Whilst it is true that 
under Form F as given in the Third Schedule to the Indian Companies 
Act. 1913, every joint stock bank must show separately in its balance 
sheet the amount of loans given to companies in which the bank’s directors 
are interested, this can be easily got over by arranging temporary repay- 
ment on the date of the balance sheet. I would suggest, tberefore, that 
the law' should definitely prohibit grant of loans to any company or com- 
panies in which a bank’s directors are directly interested for amounts ex- 
ceeding twenty-five per cent, of the paid-up capital of the bank. To pre- 
vent hoodwinMng on the date of the balance-sheet, I would further sug- 
gest that the directors shall be required to certify that at no time dming 
the period for which the balance sheet is drawn up was the law infrmged 
in this respect. The auditors’ certificate shall also include a statement 
to this effect. 


Valuation of Assets. 

The principal assets of a bank may ‘ be broadly classified under two 
heads: (1) various lands of negotiable securities; (2) land, buildings, 
machinei’y and plant and different commodities hypothecated to the, bank. 

(1) It is not a matter of great difficulty to arrive at a proper and defi- 
nite valuation of negotiable securities which have a current market quota- 
tion. Most of such securities held by a bank as its investment are gilt- 
edged and sound well-established banks alw'ays made it a rule to value 
them in their books either at cost or market rate whichever is lotver. A 
prudent banker will not inflate the book value of His holdings because of 
the adventitious rise in market prices ; he w'ould rather strengthen his posi- 
tion by allowing such secret reserve to increase in size. But, on the other 
hand, an opportxmist banker will swallow these unreahsed profits b.v in- 
flating his book values. Whilst such practice is unsound and imprudent, 
it carries with it the danger of misleading the shareholders and creditors 
of the bank in that such profits are not earned and may give a false cover 
to the declining earnings of the bank. The dividends paid out of such 
profits are paid onlv from reserves or capital. I w^ould suggest, therefore, 
that the law should require banks to state specifically in their balance 
sheets uhat the securities are shown at cost or marlcet rate whichever is 
lower. 

(2) One of the wealaiesses of some banks in India is the lock-up of 
considerable part of their funds in land and buildings, some of which w^ere 
purchased by banks for their owm use and some had to be taken up in ease 
of default by customers. I recognise 'the difficulties' of banks in India in 
this respect as they have to finance a good many of their customers who 
have nothing but landed propertv to give as securitv for loans. This is 
not a negligible part of the business* ■ of banks in India, narticularlv in 
localities w'here there is no industry of anv importance. Such financing 
in the West is usually done through; building societies or urban land 
mortgage banks. In the absence of such institutions, the resources" of 
some of our big banks cannot be largely made available for financing . ti-ade 

2 B 2 
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and industry in the countn'. I have suggested ibe formation of agricultural 
land mortgage banks to' the Bombay rrovincial Banking Enquiry Com- 
mittee. I do not see why similar banks should not be established in urban 
areas. 

When one hears of several buildings which have to be taken up by banks 
owing to their customers’ defaults, one really starts wondering as to their 
valuation in banks’ books. It is the accumulation of assets of this 
character which partly explains the failure of some banks. The outside 
public only conies to know of this state of affairs when banks have failed 
and not before. I cannot think of a more effective u'ay of protecting 
the public from such a danger than by making auditors of bank's respon- 
sible for verifying the valuation of these assets. 

Auditors' Csrtificate . — The farcical and nebulous nature of the certifi- 
cate given at present by the auditors need’s to be amplified and made more 
definite as to its meaning and implications. The auditors should be re- 
quired by law to certify that they have been satisfied that the assets have 
been truly and properly valued. 

Some banks have adopted the vicious system of giving their managers 
or managing directors a certain percentage of annual net profits as a part 
of their remuneration. Whilst the appai'ent intention is to provide an 
incentive to earning ]<|i’ger profits, there is the risk of accounts being cooked 
to . show higher profits than actually earned with a view to score increased 
commission. It mighty also well encourage inroads into the speculative 
field of business with potential risks of serious losses for the bank. The 
law must, therefore, prohibit this system of remuneration which has also 
the undesirable tendency of creating a vested intere.st in the management 
of banks. 

Annual Siatcme7iis . — At the end of every working, year, all joint stock 
banks incorporated in India shall be required to publish and circulate 
among their shareholders their balance sheet and a statement "of profit 
and loss account. The balance sheet shall be in accordance with 
Form E given in Schedule Three of the Indian Companies Act, 1913 with 
Such modifications as suggested above. Where items “Bad and Doubtful 
Debts’' and “Provision for Bad and Doubtful Debts" are both omitted, 
the directors must be required to append a note that full provision for 
such debts has been made. ' The auditors’ certificate must also state that 
they have been satisfied as to such provision. 

Sfate^nent of Profit arid Loss Account. — ^Th© Indian Companies, Act, 
1913, does not make it obligatory on companies to publish every year a 
statement of profit and loss account. The new Companies Act, 1928, in 
England specifies this obligation under S'ec. '39. It is possible that in 
the course of time the Indian Companies Act will be amended in this res- 
pect to the same effect. W’’e are, therefore, concerned with banking com- 
panies only and must include it in the Indian Banks Act, though it may 
not be deemed ' advisable for other companies. I would suggest the 
following form : 


INC05IB. 

Hs. 

By Amount brought forward from last Balance sheet . . • 

By Interest, Exchange, Coinniission, Tran.«fpr f^ps and Discount .. 

By Profit on Investments iri'Gilt->'dG'ed and other securities 
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Expenditueb. 

R>?. 

To Interest on Fixed Deposits . . 

To Interest on Current Account 
To Interest on Savings Bank Deposits 
To Establishment Charges at Head 0£6ce. . 

To Establishment Charges at branches . . . . . ‘ 

To Provident Fund Contributions 

To Directors and Auditors Fees 

To Rent, Taxes, Insurance, Lighting, etc. . . 

To Law charges 

To Depreciation and Repairs to Bank Property 
To Postage, telegrams and stamps 
To Stationery, Printing and Advertising . . 

To Balance 

On the side of income, I have placed the item “Profit on Investments 
in Gilt-edged and other securities’". I consider it both unsound in theory 
and dangerous in practice for a bank to swell its profits by writing up 
some of its assets, particularly those assets the market for which, is sub- 
ject to speculative fluctuations. If such, securities are sold at a profit, 
there can of course be no valid objection to adding that to other income 
of the bank; but as long as such profit is not actually realised, the mere 
writing up gives only a speculative valuation of the assets. If the Com- 
mittee decide to include this item as suggested above, I feel confident 
that it will result in the eradication of one of the evil banking practices 
in this country. 

Those banks which are not incorporated in India should also be requu’ed 
by law to publish and file at the end of every year a balance sheet with 
"the Registrar of Banks. There are certain obvious difficulties which make 
it impossible to insist on the same form of balance sheet as adopted in 
the case of Indian banks. It should moreover be sufficient for our pm-- 
pose to have the following information; 

Current Accounts . , . . Cash. 

Fixed Deposits .. .. Aloney at cell. 

Savings Bank Deposit . . Balance with other bank". 

Acceptances, endorsement® guar- Bill® discounted (1) foreign (2) Inland, 
antees. 

Loans and Advances — 

(1) Indian joint stock Companies and 
India firm and individuals. 

(2) others. 

Investments — 

(1) Government of India, Provincial 
Government and local Corporation 
loans. 

(2) othens. 

It would be compiling very interesting and useful statistics, if the 
'Committee can recommend imposing the obligation on ^exchange banks 
and other foreign agencies to file a statement showing the total amount 
■of fa) foreign bills discounted (b) foreign bills received for collection 
'during the year and the places on which they were drawn. 


I 
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This statement should be filed for every branch separately. It need 
not cause any inconvenience or great labour as most of the offices are m 
important towns and do fairly large business. 

Private bankers, whether individuals or firms, should also be required 
to file a statement everj’^ year showing: — 


Capital 


Deposits 




Demand 

Fixed 


Cash with Banks. 
Money at Call. 

Bills discounted. 

, 


Acceptances, endorsements guar- Loans and Advances, 
antees. 

Loans from other banks . . Investments in shares and gilt-edged, 

securities. 


In each case, the statement should be filed with the Picgistrar of Banks 
not later than the 31st January in each year. A penalty of Pis. 50 for 
each day of delay should be imposed to ensure prompt and regular com- 
pliance. 


E.VAtllNERS FOR BAKK ACCOUNTS. 

I do not think it is either admissible or necessary to have examiners 
for audit and examination of bank accoimts. We have in. India a fair 
number of well-trained accoimtants and auditors who have been doing 
very useful work in this direction. The need for the appointment of outside 
examiners is possibly suggested by past banking failures and if we dive 
deep into the real causes of such failures we cannot but be impressed with 
the laxity of law in several respects. That some auditors were dishonest 
is beyond any doubt, but if in the light of past experience we impose cer- 
tain legal obligations on auditors as suggested by me, there should be no 
necessity of having outside examiners. In this connection, I would again 
exhort this Committee to draft, with the assistance of competent lavyers, 
a certificate by auditors which should be appended to every balance sheet 
and statement of profit and loss account. The certificate given at pre- 
sent is very largely vague and non-committal. The auditors for instance 
must be made responsible for certifying that the assets have been properly 
valued. 

I am of opinion that we have at present auditors of proved integrity 
and experience and there is no reason why we should not continue to have 
such men in future. Instead of having outside examiners, I would prefer 
studying the possibility of applying Canadian practice to Indian conditions. 
In Canada, banks can only appoint auditors from among the list of audi- 
tors selected and approved by the Canadian Bankers’ Association. The 
difficulty in India would be to find a suitable body that can be entrusted 
noth such work. I would rather not have Government do this as there 
is the risk of political considerations influencing such selection. 

I^ do not think rates and taxes paid by banking companies at present 
are in any way burdensome or hamper the development of banking in 
India. _We would all wish abolition of super-tax and reduction of income- 
tax wlnqh would certainly benefit every trade and industry, but there is 
hardly any justification for such a hope in the present state of public 
finances. 
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Non-Indian Banks . — ^India is .perhaps one of the few countries "which 
have kept open their doors to any foreign company to do banking business 
without any let or hindrance. In Canada, “a majority of the directors 
of every bank shall be natural born or naturalised subjects of His Majesty 
and domiciled in Canada ”, Excepting the Barclays’ Bank which recently 
started a new and separate banking entity in Canada, there are no British 
banks in Canada which have been incorporated outside Canada. Students 
of banking history know how vigorously the Austrialians more 
than once opposed attempts at opening an office in Australia by one of 
our exchange banks. We also know the experience of one of the “Big 
Five” which had to close its office in Spain owing to strict regulation of 
foreign banks in that country. As far as I am aware, no British bank 
has yet. opened an office in New York inspite of the huge trading connection 
betw'een England and the TJ. S. A. Even in England, the centre of 
cosmopolitan banking, bills endorsed by foreign banks are not eligible for 
discount at the Bank of England. 

' ' I recognise the value and importance of exchange banks in the banking 
organisation of India. With the assistance of the London discount market 
these banks have been rendering great service to India in the matter of 
financing her foreign trade. But these banks are not here for an eleemosy- 
nary object. They are missionaries or canvassers for the trade and 
industry of their country. They command extensive patronage and 
naturally support other branches, of British commerce, like shipping and 
insm’ance. With wonderful opportunities for profit-making that fall to the 
lot of a close monopoly which these banks have been enjoying for many 
years, they have naturally succeeded in building up a fortified position foi 
themselves and can now attract deposits in India at cheaper rates than 
Indian banks. Likewise, most of the other foreign banks in India. I 
think time has now arrived when these banks should be allowed to work 
only under a license to be issued as suggested above. Further, they should 
be required to deposit with the provincial Government Government of 
India or local Government securities of the market value of Bs. 5 lacs 
in respect of every office in^ the province. They should also be required 
‘to pay to the provincial Government a special tax of one-half per cent, on 
all fixed deposits received in India. 

The license which is proposed to be issued to non-Indian banks should 
specify that in the event of failure or liquidation of these Hanks, the assets 
of local offices should be ear-marked for the satisfaction- of local creditors 
and this prior charge on the assets of the local bank should not be deemed 
to defeat their claim on the general 'assets of the bank at all other places, 
in ease local assets are not found sufficient to meet the claims in full. 

Savings Deposits . — Besides current and fixed deposits, banks are re- 
ceiving at present savings bank deposits to encourage which a higher rate 
of interest is allow^ed. In my opinion, what is wanted to encourage 
investment of savings in the form of deposits with banks is not any special 
legislative measure for the protection of such deposits as distinct from 
others, but the use of vernaculars, simplification of rules and expeditious 
handling of business. Banks must open small offices in industrial areas 
and keep them open till at least one hour after the closing of factories 
and mills. I have also suggested to the Bombay Committee that banks 
may employ trusted itinerant clerks to • collect deposits at various mills. 
It-is a pity that in'an important 'business centre like the CrawTord Market 
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In Bombay, there is not a single banldng office. The recent institution of 
niffit banking service by some London banks must be studied for adoption 
here. 

Protection for Banks . — Some of our Indiari banks have unfortunately 
been the victim of unforeseen harassment at the hands of some of their 
shareholders. Criticism, frank, imoderate and constructive, always helps; 
but remorseless chasing of the management of a bank with captious 
criticism mainly engendered by personal spite weakens the credit of the 
bank by creating all sorts of suspicion as to its stability. Xo sensible per- 
son encomvtges such criticism, but very few can put its correct value upon 
it. With lack of education amongst the predominant majority of the 
country’s population and with inexplicable apathy on the part of the 
educated to go deep into the merits of such criticism, the inevitable result 
is that the man who makes the loudest noise is supposed to be in the 
Tight, for the time being at any rate. I very much doubt, however, it 
the law can elfectively slop .sucli criticism, without interfering with legiti- 
mate and helpful criticism. We have had bitter experience of incompetent 
and dishonest management in the past, leading to failures, heavj' losses 
to the public and loss of confidence in banks. We must also recognise 
that, in spite of the frivolous nature of law suits against banks, such prose- 
cutions have brought to light certain directions in which greater vigilance 
on the part of shareholders is shown to be imperative. With all my en- 
thusiasm for the protection of Indian banks, I strongly feel that in the 
long run standards of banking management will be lowered, and incoin- 
petenoy will be at a premium, if criticism is legally barred against the 
management of banks. 

There is one direction, however, in which banks may be protected by 
special legislation. Sometimes, a bank s credit is sought to be damaged 
by a bear raid on its shares on the slock exchange. This can be effect- 
ively chocked by requiring in law that every seller of bank shares shall 
give the actual number of shares at the time he sells them. 

Banking Statistics. 

I am sure, the Committee will recognise the value of detailed informa- 
tion as to the working of our banks. One obvious difficulty for improving 
upon the existing organisation and worlring of banks is the paucity of 
reliable statistics, and it is With a view to ensure in future the regular 
supply of authentic figures that I suggest requirement of detailed informa- 
tion. The compilation of such statistics will not only, assist us in under- 
standing and elucidating our bank'ing problems better than at present, but 
will also throw some new light on other allied social and economic 
questions. 

The_ officer responsible for such compilation should be the Begistrar of 
Banks in each province. It shall be his duty to maintain regular records 
of statements required to be filled by all banks under this Act, and such 
records shall be made available for examination by any member of the 
public at a nominal fee. The Hegistrar shall issue every fortnight in a 
convenient and intelligible form a summary of statements filed by banks. 
Tor the purpose of compiling an annual report, the Begistrar shall have 
the power to demand from banks such other information as he may 
deem necessary so as to present a complete picture of the worlnng and 
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organisation of banks in India. I would suggest that such information 
should include the following facts: — 

(a) Humber of shareholders; (h) number of current accounts and 
savings bank accounts and thfe increase or 'decrease compared to the pre- 
ceding year; (c) number of cheques drawn as compared to the preceding 
year ; (d) average amount of advances made to individual borrowers, and, if 
possible, the distribution of loans among various industries and trades; 
(c) total number of staff employed. 

These annual reports must be published within three_ months ot the 
filing of statements by banks. The value of any statistics is enhanced by 
their being kept up to date. This does not appear, however, to have been 
realised at present as “Statistics Relating to Banks in India” published at 
present is at least three years old. A little more expenditure of energy 
and money is sure to be repaid in the enlightenment which it will sjiread 
on the subject. 

Foreign Trade and Indian Banhs . — At present there is hardly any 
Indian bank which undertakes the fiuancing of the foreign trade of the 
country, which, as pointed out above, is a practical moiropoly of the 
exchange banks. The difficulties are obvious, but not in any sense in- 
surmountable. As a result of established practice, most of our foreign 
trade is settled through London. A hu'ge bulk of our foreign trade is also 
controlled by non-Indian houses who naturally patronise banks of their own 
nationality. _ But it is an unmistakable tendency of recent years that some 
of this trade is pas'^iug into Indian hands. In the absence, however, of 
facilities which Indian banks cannot provide, all such business has to go 
do foreign banks. The exchange banks occupy the privileged position of 
having their head offices in London, and through the latter enjoy the support 
and services of that wonderful organisation — the London Discount 
Market. Indian banks, with the solitary exception of the Imperial Bank, 
have no direct representation in London, and are, therefore, denied the same 
benefits which accrue to their competitor.^. There can be little ho])e for 
Indian banks to secure deposits in London. I thinlc I may say that the 
experience of Indian banks is that ihey cannot obtain accommodation iri 
London at fair rates of interest even against gilt-edged securities. It is 
not possible for Indian banks under such circumstances 1o undertake foreign 
bill business on any decent scale particularly in Ihe teeth of keen com- 
petition offered by exchange banks who are past masters in this branch of 
business. 

I am sure, however, that this Committee will not be satisfied to leave 
this state of affairs untouched. It is in this direction that, in my opinion, 
(rovernment should be exhorted to “do their bit”. The Secretary of State 
for India has at his disposal in London the sterling portion of the P.aper 
'Currency Reserve, the Gold Standard Reserve, the “Home Charges” and 
the proceeds of loans raised in London. Even if we totally eliminate the 
last two items, there are huge funds, a part of which the Secretary of State 
is known to employ by lending to approved boiTOwers. This money is the 
sole property of India, and it is only fair that in the capacity of India's 
trustee, the Secretary of State must employ it for the greatest benefit of 
India. I suggest, therefore, that Indian banks with a certain minimum 
paid-up capital should be entitled to borrow’- in London from the Secretary 
-of State upto certain limits — these limits to vary w'ith the capaeitv and 
-strength of each bank — against deposit of gilt-edged securities either m 
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London or India with the usual margin of five per cent, at one per cent, 
under the Bank of England rate. The acceptance by Government of this 
proposal will enable well-established Indian banks to open small branches 
in London with a view to develop foreign bill business. Some of ou? 
banks have aheady branches established at various centres in India where 
they can command direct connection with exporters and importers. There 
are also Indian trading houses that would be too willing to patronise indi- 
genous banks offering this service. Apart fi'om the successful opening of 
a new avenue for Indian banks, the direct representation of Indian banks 
in London might well lead to increased trade between England and India 
and might thus bring mutual advantage and greater prosperity to both 
countries. 


General Banking Organisation and Money Market. 

Beyond the suggestions made by me under the heading of “Begulation 
of Banking”, I do not favour the idea of comprehensive legislation or admin- 
istrative measures of Government for remedying the defects in the present 
organisation and working of banks in India. But I firmly believe that the 
field for improvement and progi'ess through co-operation amongst banks 
themselves is not only vast, but also remains practically untouched hitherto. 
(1) We have the Imperial Bank of India which has been upto now run with 
the idea that it should keep itself as far as possible aloof from other banks. 
I am told by several banking friends that perhaps in order to be scrupulously 
true to this idea or policy, the high officials of the bank even avoid going 
to social clubs. This attitude of avoiding other bankers as pariahs or un- 
touchables must not and cannot be attributed to any high-browed arrogance 
on the part of these officials who are, to my knowledge, mirrors of courtesy 
and urbanity. But, all the same, there appears to be that studied policy of 
keeping other bankers at an arm’s length. (2) Next in importance are the 
exchange banks. These have an Association of their own under the 
leadership of the Chartered Bank of India, Australia and China. Practically 
all the non-Indian banks dealing in exchange arc members of this Associa- 
tion. The object of this Association is to safeguard the rights and interests 
of its members and to maintain a cex'tain standard of conduct in the actual 
day-to-day working in accordance with the rules of the Association. Indian 
banks are not admitted as membei-s of this Association. This emphasis cn 
the racial characteristic of the Association is most unfortunate and is not 
only resented but looked upon with suspicion by Indian banks. That this 
Association is distinctively non-Indian in its outlook is further evidenced by 
its definite policy to support and patronise the European Exchange Brokers 
Association. I have already described the relationship between this group 
and Indian banks as not particularly friendly nor openly inimical. The 
actual relations at any given time between an exchange bank and Indian 
banks depend to a great extent on the personality and outlook of the men 
in charge. But it may be said that as a matter of policy the head offices 
of exchange banks do not appear to be very keen on allowing their Indian 
offices to get together with Indian banks. (3) Then come the Indian banks. 
They are Indian in the sense of being incoi-porated in India with pre- 
dominantly Indian capital. Only a very few of the big Indian banks are man- 
aged by Indians, the rest being still under European management. I regi-et to 
have to say that there is not much love lost between these two divisions. 
It is possible that one may even detect symptoms of active hostilitv in some 
eases. In recent years, except on two or three occasions, I do not think they 
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ever came together to discuss matters of commou, interest. It appears that 
they could not reach agreement even on the simple question of banking 
hours. 

I have endeavoured to put these facts in as fair and dispassionate a 
manner as possible. That there should be rivahy and competition between 
• banks is only human and may even be welcomed, provided it is healthy 
and conducive to more efficient service for the community. Eivalry insphed 
by racial distinctions must be deprecated and, if necessary, countered by 
special legislation. I feel, however, that if non-Indian banks appreciate the 
freedom of action and security they have enjoyed hitherto in a country 
which is not theh ovm and compare the treatment they have received in 
India with the experience of non-indigenous banks in other countries, they 
would be actuated by a spirit of friendliness towards the slowly rising bank- 
ing institutions in IndiL I think India is grateful to these banks for 
financing her foreign trade; but I may sound a friendly warning that a con- 
siderable section of Indian opinion feels that their services have not been an 
unmixed blessing if directty or indirectly they have hampered the growth 
of Indian banks. To be fair, I must point out that the mistrust of Indian 
banks by exchange banks may partly be due to the banking failures m the 
past as also to ceaseless inimours about the position and working of Indian 
banks, c.g., resignation of directors and differences of opinion between share- 
holders and management leading to long drawn litigation. Notwithstanding 
this, there is no justification for the petty-minded and unreasonable attitude 
sometimes adopted by some exchange banks towards Indian banks. 

With the Indian Institute of Bankers now in existence, I think there is 
a rqady-made agency available for bringing t^ different groups of banks 
together and of fostering and developing a spirit of common professional 
brotherhood. It is the experience of many businessmen that difficult 
business problems are often more easily solved at a luncheon table than at 
the office desk. I suggest, therefore, that the Institute shoxdd organise an 
annual programme of functions at which bankers may have heart-to-heart 
talks and may thus understand each other’s position better than by scruti- 
nising balance sheets or lending ready ears to bazaar gossips. The Imperial 
Bank must of course play an important part in these activities and must 
discard its official isolation. Some of the Indian banks are also fortimate in 
having men of great social influence and prestige as chairmen and directors, 
and I think it is a part of their duty to develop friendly relations with other 
bankers through social functions. 

Clearing House Committee . — ^In important places like Bombay and 
Calcutta, where most of the banks are members of the Clearing House, I 
suggest the formation of a Committee of the Clearing House Banks on the 
lines adopted in London. There should be periodical meetings of this 
Committee where matters of common interest may be discussed. In 
London they have also a “Treasury Committee” — which had its origin 
during the War — selected from among the members of the Clearing Bankers 
which is the official channel of communication between the bankers and the 
Chancellor. If Government have no intention of creating a Central Bank 
m India in the near future, I suggest that the need for such a Committee 
cannot be disputed in India where the Finance Member is an operator of 
much greater importance in the money markets of India than the Chancellor 
of Exchequer in London. In the event of a Central Bank being created, I 
would suggest that the presence of the Governor of such Central Bank 
should be made obligatory at the meetings of the Clearing House Com- 
mittee. . 1' 
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I further suggest that in the interest of maintaining harmony and dis- 
pelling suspicion an(!l mistrust, Exchange Banks Association should invite 
Indian banks to became its members, and as far as practicable, it should 
abandon its policy o|f patronising -interests based on racial distinctions. 

Credit Ivformatibn — Seyds, Ltd . — I consider it as one of the serious 
defects that there is no organised agency for collecting and compiling in- 
formation as' to the I credit position of merchants and traders in India. It 
appears to be a general practice with banks in India . that the head shroff 
is the purveyor and i^epository of all such information, and this is the reason 
Avh}^ even exchange banks employ Indians for this office. With due 
deference to the exp3rience and knowledge of tliesc bank officials in India, 
I may say that information held by banks in regard to many parties is not 
only inaccurate but positively misleading. All the bazaar gossips vrithout 
being confirmed at the projicr source are iiourod into the manager’s ears with 
results which can b^e better imagined than described. I say it on the 
authority of an' important business bouse — winch was till recently the 
subject of daily canards — that it was mo.st unjustifiably persecuted b\ some 
banks on the score of these incredible rumours. Again, the estimates made 
about the means and firancial standing of parlies are often too high nr too 
low. The Lichmore^Case of recent memories showed the gullibility of our 
Iianks in this resiiect. I have iii my possession certain facts — which I can- 
not divulge here — wlpcli make' mo wonder why banlcs fell over one another’s 
shoulders in advancipg lakhs of rupees to this merchant. During my short 
experience of the Bhmbay market, T have come across several instances 
where infonnation p|ossess6d b\ banks was cither wrong or useless. I 
would draw the attention of this Committee to the activities of that well- 
known London agenl’v — Seyds Ltd. — which is regarded by London banks 
as a very reliable soiircc of information regarding the financial standing of 
merehabts, traders a!nd joint stock companies. This is a ]n'ivate company 
with limited liability] formed under the a-gis of certain big banks with the 
object of compiling this inforznation which is made available to banks azzd 
other m'embers on payment of an annua! subsci’iption. 'Phe several volumes 
issued by Seyds are uszi.zlly kept by banks under lock and key and these 
volumes are supplemented from time to time I)y other infoi’ination obtained 
later. If I am not jnistakmi, information is supplied to non-members on 
payment of a special :fee in respect of each pai-ty. In addition to this, banks 
in London have a small scpai-ate Information Dc]zartmept which is specially 
engaged m collecting] collating and correcting reports on vazlous parties. 

Credit List . — ^^’ery recently, however, a new move has been made in 
Loudon. In spite of an efficient service, several London banks suft'ered 
large losses over the failure of a well-known Italian firm commonly known 
.as ‘Siemat’. It appears this firm which enjoyed great credit with banks 
in London and othek places borrowed large siuns from different banks with- 
out the latter having dny idea of the firm’s total borrowings. This experience 
was of a novel character, and of the various suggestions made to profit by 
it, the idea of establishing a ‘Credit List’ with the Banh of England appears 
to have gained generijl approval. It will be to the interest of all banks to 
supply correct informiition as to the borrowings of various customers which 
would be collected by the Bank of England. At any time, therefore, the 
Bank of England willlbe placed in a. position to state the total borrowings of 
any party from banks without necessarily divulging the different amounts 
■borrowed from different banks. 

! 
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. I suggest, therefore, that under, the leadership of the Imperial Bankf. 
banks in India should establish an agency like Seyds and supplement it by 
a Credit List on lines similar to those mooted in London. 

I believe that lack of proper information with banks is also responsible, 
for the risks involved in discounting local hundis. Unfortunate experience 
of recent years has obliged some banks lo discontinue this line of business. 
Irrespective of his means, a well-dressed man or a man with a well-appointed 
residence or office can at present raise fairly large sums of money on hundis 
which are renewed indefinitely through the obliging Multanis, provided he 
is prepared to pay nine to twelve per cent, interest. I was staggered to 
learn that a few years ago a well-known Bombay merchant worth a few 
lakhs of rupees had managed to raise some forty lakhs on hundis which were 
well-sjiread over the signature of his several assistants, and which were 
discounted with different banks through the ingenuity of Multani brokers. 
1 wish this Committee would follow up this matter and ascertain from banks 
their varied experience as to bad debts, repeated requests for renewals, the 
extent of kite-flying, etc. 

Ban]t Bate . — The Bank Bate in India is the rate at which the Imperial 
Bank of India will advance money against securities specified in the 
Imperial Bank of India Act (1920) as eligible for such advance. This is not 
the same as the hundi rate which is a half per cent, lower or higher than 
the Bank Bate. It is announced every Thursday in the Weekly Statement 
of the bank. It has been our common experience that several times the 
Bank Bate has little correspondence to the actual state of money in the 
market. Fpr, instance, when the Bank Bate was raised to seven per cent, 
on October 31, 1929, banks were finding it difficult to lend money at two 
per cent., and money continued to be easy till the end of 1929. The ex- 
planation for this state of affairs lies in the fact that the Imperial Bank has 
not a completely free hand in the matter. Under the Imperial Bank Act, 
the Governor- General-in-Council has the power to call upon the Banic to 
do certain things which he may deem necessary in public interest. This 
power has been requisitioned several times in recent years to coerce the 
Imperial Bank into putting up its rate, even though such action may have 
no justification in the actual state of the money market. It is now an 
open secret that both in the beginning of 1927 when Sir Basil Blackett re- 
fused to rhake loans from the Currency Department under Section 20 of 
the Currency Amendment Act (1923) unless the bank raised its rate, and 
also in the spring of 1929 when the Bank Bate was pushed up to eight 
per cent., there was serious disagreement between Government and the 
bank. I cannot believe that the Finance Member himself will not admit 
having used the Bank Bate as a lever for bolstering his currency and ex- 
change policy. The open divorce in control of currency and credit is thus 
made manifest. 

In Western countries, the Bank Bate is a good indicator of money con- 
ditions. Its regulation is also based on considerations of its effect on the 
trade and industry of the country. That Government has no hand in the 
regulation of Bank Bate in England was officially confirmed by Mr. Snowden 
a few months back. The history of money 'conditions in London during the 
last twelve months shows in a convincing manner the regard and anxiety of 
the Bank of England for the interests of English trade and industrv. Again, 
the commendable promptitude with which the Federal Beserve Bank lowered 
its rate soon after (the collapse on the New York Stock Exchange last year 
was only in accordance with' the established practice of regulating the bank 
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rate in a manner which is iielpful and not harmful to the economic interests 
of the country. 

Need for a Gcniral Bank . — 1 cannot conceive of any remedy for the 
lackadaisical state of affairs in India as long as the control over currency 
jind credit is vested into two sei^arate authorities. This fundamental defect 
in our financial arrangements must be remedied with the least possible 
delay. Whilst the fluctuating money conditions cannot be entirely avoided 
m an agricultural country like India, it is eminently desirable and certainly 
jjossible to minimise the violence of these fluctuations. The only effective 
solution, to my mind, lies in creating a strong Central Bank in which could 
be combined control both of credit and cuiTency. If people in India are 
foolish enough not to understand their true interests and oppose the estab- 
lishment of such a bank, they wiU go down in history as silently acquiescing 
in laying the burden of unfair and extortionate money rates on the trade .and 
industry of this country. I cannot suggest it as a practicable proposition 
that Government should be divested of their powers under the Imperial Bank 
Act as long as they are saddled with responsibility for the management of 
currency. Although it may be taken for granted that Government endeavour 
to keep themselves informed of conditions in the money market, our recent' 
experience of changes in the Imperial Bank Rate at the behests of Govern- 
ment confirms the widespi'ead belief that this indirect control of credit, 
which is not based on first-hand information of and immediate contract 
v^rith the trade and industry of the country, cannot but be detrimental to our 
economic interests. Govermnent’s direct intervention affects our markets 
to an unduly exaggerated extent; the same operations could be effected 
with much less disturbance through the agency of a Central Bank. 

Sir Basil Blackett’s Scheme . — Since the subject of a Central Bank was 
so widely discussed recently, I do not propose to treat it at length. I am a 
strong supporter of the scheme of Reserve Bank formulated by Sir Basil 
Blackett, with some modifications as to details. I believe such a bank 
must be organised on Joint stock basis with necessary restrictions as to dis- 
tribution of profits among the shaz-eholders. In a pamphlet wkich I publish- 
ed two years ago, I have suggested that only banks can be shareholders of 
this bank. I adhere to that suggestion. Sir Basil Blackett’s scheme was 
wrecked because the Legislative Assembly demanded a share in the manage- 
ment of the bank. Even making the most liberal allow^ance for our present 
political disabilities and the irresponsible character of Government of India, 
I beheve the demand made by the Assembly was entirely lacking in suppoi't 
from experience of other countries. It will bo impossible to have an effi- 
ciently managed Central Bank if it is subjected to the political vagaries of 
the legislature. For one thing, it is an idle self-delusion to believe that our 
legislatures are representative institutions; for another thing, no one 
can seriously contend that, with very few exceptions, members of these 
legislatures are competent to guide with any Imowdedge or authority the 
management of such a bank. A good politician is not necessarily a good 
businessman. Common experience teaches us that no credit institution 
can survive if the details of its management are to be subjected to a public 
inquisition by men who cannot gauge the effect of such action on the lay 
mind. I am amazed at the obduracy of Indian leaders who persist in not 
recognising the fact that a strong Central Bank vdll free us from our 
financial bondage to Whitehall. That in itself w'ould be an immense gain 
which would, in course of time, prove to be incomparably greater than the 
dubious legislative control over the management of the bank. • , 
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Advisory Council. — However, if this misguided opposition still obstructs 
the establishment of a Central IBank, it should be satisfied by the creation 
of an Advisory Council consisting of seven or nine members elected by the 
Central Legislatin-e. This Council should be consulted by the Board of 
Directors on matters of policy, but its advice should not be binding on the 
Board. The Council should be given powers to ask for any information 
pertaining to the bank on condition that every member is pledged to treat 
such information as absolutely confidential and not to use it for personal 
gain. I also suggest the possibility of creating a convention — as in case 
of railway finance — ^in the Assembly, which would make possible an 
occasional debate on the general polic}' of the bank. I think it will also go 
a long way in meeting Indian sentiment if it is provided that the Governor 
and Deputy Governor 'can be removed from office by a vote of censure sup- 
ported by three-fourths majoritj- in the Assembly. 

Indian Management . — ^In any scheme that may be ultimately accepted, I 
would insist on provisions for the management of this bank by Indians. In 
early years, we may need the advice and guidance of foreign experts, but 
it must be expressly laid down that such guidance should be of a consultative 
and not controlling nature. 

Future Position of hnyerial Bank . — As the question of the future of the 
Imnerial Bank of India is closely connected with the problem of a Central 
Bank, it may be conveniently discussed here. I am of opinion that with all 
its faults and shortcomings, the Imperial Bank has rendered meritorious 
service to India in the direction oi providing banking facilities and creating 
banking habits in different parts of the country. The Imperial Bank, it 
must be gratefully acknowledged, has also lent considerable support to some 
of our industries which would probably have irreparably sufiered but for 
this assistance". But it has to be added that with the resources at the bank’s 
disposal, the bank could have certainly done more for furthering the trade, 
commerce and industry of India, if the management had been inspired by a 
broader butlook and keener vision than we have hitherto experienced. The 
management of a bank of this character ought not to be mainly actuated in 
their policy by considerations of maintaining fat dividends of sixteen per 
cent, for the shareholders. It is also legitimate to expect of such manage- 
ment to stand by our principal industries in time of stress and strain and 
not to accentuate their difficulties by withdrawing the facilities granted in 
ordinarj* circumstances. I strongly feel that the treatment given to some of 
our cotton mill companies in Bombay in recent months was contrarjf to the 
spirit which should animate the management of- such a bank in its attitude 
towards the economic interests of the country. 

The idea of developing the Imperial Bank into a Central Bank is neither . 
practicable nor advisable. Particularly in a country like India where people 
are extraordinarily sensitive in money matters, it is not desirable to vest 
control of currency in an institution which is engaged in financing trade 
and industry. The credit of the bank as the issuer of currency is likely to 
be influenced by its activities in the other department of work. I would 
then question the wisdom of asking the bank to break off its present connec- 
tions with the commerce and industry of the country, which cartaiuly can- 
not be done without at the same time strengthening the resources of other 
banks to take over the commitments of the Imperial Banker in, the alterna- 
tive precipitating a first-class financial crisis in India. 

I think the arrangement suggested by Sir Bash Blackett in his bill for 
the future worldng of the Imperial Bank was over-generous to the bank and 
unfair to other banks and' the public. ' In the event of a Central Bank beino- 
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established', the Imperial Bank should be incorporated under the Indian. 
Companies Act and thus allowed to do all kinds of business which other banlcs 
do. On the Imperial Bank undertaking to maintain all the branches opened 
hitherto, it should be appointed agents of the Central Bank where' the 
latter has not opened its office on terms and conditions based on the value 
of such services. The shareholders of the Imperial Bank have been benefit- 
ting all these years from the free use of crores of public funds, and they must 
frankly recognise that their open and undisclosed reserves have been built 
out of this privileged position. They should not also have any apprehension 
as to the future prosperity of the bank since it will start its new life with 
established connections and considerable i>restigc which will help the bank 
in competing successfully with other joint stock banks. It is possible the 
bank may have to scrap some of its costly paraphernalia which even now 
appears unnecessary or wasteful. That must involve some hardship, but,^ 
it can hardly be helped when wider interests arc to be considered. 

Cost of management. — I consider it as one of the weaknesses of most 
of our banks that their cost of management is disproportionate to their earn- 
ings. For obvious reasons I would not undertake the invidious task of com- 
paring the cost of management of different banks in India. In some cases, 
legal charges have unfortunately laid a heavy burden on banks’ earnings, 
but, even apart from this special item, the establishment charges must- 
admit of considerable reduction. The folly of purchasing or building large 
and costly premises for housing banks cannot now be righted at once. But 
it is an mstructive pointer for new banks that may be started in future, I 
wonder if some of our banks renli.se that the interest earned on their invest- 
ments in buildings, allowing for proper depreciation, is not even ns much as 
they pay on current accounts. 

I think our banks should make careful study of tlie methods employed 
by big English banks in organising and managing their branches. To my 
mind, if the complaint made by banks that most of their branches are nob 
remunerative is closely investigated, the reason will be found in a lack of 
sense of proportion on the part of the management which is unduly 
influenced by a false sense of prestige in running a larger and more expensive 
establishment than is justified by the exigencies of business at different 
branches. 

The adoption of a definite policy of Indianising the management to a 
larger extent than at present will certainly assist in reducing the cost of 
management of those banks which are not managed by Indians. But speak- 
ing generally of all banks, I feel that the higher staff can certainly stand 
some scaling down in remuneration. It is hypocrisy to ask for Indianisation 
of management on the score of resultant economy and to support in the 
same breath the extravagant scale of remuneration paid to Indian officers. 

I also suggest the use of labour-sa-snng devices which are now being em- 
ployed by American and English banks. The adding machines and the 
mechanical ledger-wilters will certainly Jjelp banks in reducing their cost 
of management. 

(h) The rates of interest on advances made by a bank depend principally, 
apart from the nature of such advances, upon 'the average borrowing rate 
of a bank as well as its cost of management. In the peculiar circumstances 
arising out of seasonal demand for money in this country, and also because 
of unregulated operations of Government in the money market, I think the 
rates of interest charged by banks' in India cannot be considered unduly 
high. I feel certain that this Committee will appreciate the decisive influence 
of the financial policy of Government in determining the rates of intereti 
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on bank advances. Most of such advances are arranged on the basis of the 
Imperial Bank Kate — ^in some cases a little under and in others a little over 
this rate. The grievances of the trading community against the rates charged 
by the banks are to a certain extent justified in that for many months in 
the year the Imperial Bank Kate does not reflect the true condition 
of the money market. I have seen banks advancing money at 2-| per cent, 
on gilt-edged securities while charging 7^ per cent, to tr^de and industry on 
their cash credits. Kecently, moreover, the difficulties of banks have been 
increased by the continuous borrowings of Government at rates wffich 
naturally have robbed banks of some of their deposits and also increased 
their average borrowing rate. 

I must, however, point out that the reduction in cost of management 
will certainly enable banks to reduce their loan rates. I have already sug- 
gested some directions in which this can be achieved. 

(c) Banks are dealers in credit, and credit is a very sensitive plant which 
is often destroyed by the germ of suspicion. Confidence in the stability of 
a bank means to the layman, in the plainest terms, that there is no reason 
to suspect anything wrong in its management. Such attitude in the lay 
mind is produced, for instance, by the existence ofi a board of directors con- 
sisting of businessmen of some experience and influence, men who can be 
trusted with other people’s money, men who can devote time and energy 
to then.' work, men who do not seek company directorships as a money- 
making sideline. Frankly one has to recognise that the fundamental weak- 
ness of some of our banks lies in weak directorates, consisting of men with 
little independent judgment of their own, men who would certainly fail to 
stand an examination on balance sheets signed by them, men who are 
directors of dozens of companies and cannot, therefore, find time to scruti- 
nise the management of their bank. A drastic overhauling of the direc- 
torates of these banks would certainly be more fruitful in establishing their 
credit than any legislative enactment for repressing harassment by spiteful 
critics. 

The stability of banks may also be enhanced by furthering a spirit of 
goodwill and co-operation among banks in the country, in’espective of 
racial or national consideration. But I believe that this noble object cannot 
be so easily achieved without a strong Central Bank in the country. The 
remarkable co-operative spirit shown by London banks under the inspiring 
leadership of Governor Lidderdale of the Bank of England during the Baring 
Crisis in 1890 should be the ideal which our banks must strive to attain in 
practice. 

I am a convinced supporter of the idea of calling upon all banks to 
deposit with the Central Keserve Bank a certain percentage of their time and 
demand liabilities. This is bound to exercise a psychological effect on the 
lay mind in increasing the confidence of the general public in the stability 
of our banks. It may hamper banks to some extent immediately, but the 
gi’ou-th of banking habit and the increase in bank deposits, which are bound 
to follow in course of time, will amply compensate banks for diminution in 
{heir profits in the initial years. 
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No. 89. 

Statement o£ evidence submitted by R. Sivaramakrishnan, Esq., M.A., 
Assistant Audit Ofldcer, Commercial Audit Branch. 

As your Committee is now engaged in an enquiry into banking methods 
in India, I venture to bring to its notice an incident which I believe would 
throw some light on the way business is transacted by the Imperial Bank 
of India. 

I am not writing this in my official capacity, but as a member of the 
public who feels that he has reason to be irritated by the business methods 
of "Imperial Bank Agents" if they can be said to have any 'methods’. 

I am a gazetted officer of the Government of India stationed at New 
Delhi, and have maintained a current account with the local branch of the 
Imperial Bank of India for about two and a half years, kly pay is collected 
by the bank every month, and it is aware of my pay and status in life. 

Having bought a motor car iecentl 3 ’, for wliich on account of some 
technical difficulties I could not get an advance from Government, I was 
obliged to ask the Imperial Bank of India to allow me to overdraw my 
account by a maximum of Bs. 300 (which is lew than half my pay for "a 
month) in the course of the next two months, stating that the overdrawai 
with interest due may be adjusted when my pay for May 1930 payable on 
the 1st June is collected. I explained the reason for the request, which 
was that the payment of the capital cost of the car left me very little 
money for current expenses, and stated that any further details ncccssaiy- 
can be had by enquiring from me by telephone giving the phone number. 

I got a reply from the Agent that he regrets he is unable to grant the 
advance asked for. He had cared to make no enquiries of me and did not 
condescend to give the reasons for his regret. An ordinary man would, I 
believe, have thought that this was a case whore a temporary accommoda- 
tion was justifiable and the security good. 

The want of sympathy and the narrow outlook of the bank Agent con- 
oerned is, I submit, typical of his genus in India. The method of the 
recruitment of bank agents and the steps taken to ensure that only men 
with business ability and insight into business are appointed to those posts 
would no doubt be looked into by the Committee. 
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No. 40. 

Statement of evidence submitted by Mr. M. L. Tannan, M. Com. (Birm.), 
Bar.-at-Law, I.E.S., Principal, Sydenbam College of Commerce and 

Economics, Bombay. 

Banking Education. 

Q. 1. What are the existing facilities for banking education in 
■schools, colleges and universities in India? 

Banking education, which ds a branch of higher commercial education, 
was almost wholly neglected in this country until October 1913, when the 
Government College of Commerce, now known as the Sydenham College 
of Commerce and Economics, was started m Bombay* for training students 
for the B. Com. degree of the Universitj of Bombay. Under the old 
regulations of the University the subject of “Special Branches 
of Economies” which included elements of banking and currency was 
one of the compulsory subjects prescribed for the B. Com. degree exami- 
nation. The new regulations sanctioned for that examination in 1925 
give the subjects of Indian Currency, Banking and Exchange, a promi- 
nent place at the B, Com. Examinafion of this University. Those who 
take up Advanced Banking as theif optional subject are required to study 
also the credit organisations of the principal countries of the world, 
banking law and practice, and advanced currency problems. Com- 
merce graduates of this University are required to have a fair knowledge 
of Economics, Accounting, Commercial Geogi;aphy, Public Finance, 
Mercantile Law, Modern Economic Development, Trade and Statistics- 
smd one of the following optional subjects; — 

1. Advanced Accounting and Auditing, 

;2. Advanced Banking including Banking Law, 

■3. The Organisation of the Indian Cotton Industry, 

• 4. Actuarial Science, 

5. Economics of Transport. 

Special courses of evening lectures on subjects of interest to those engaged: 
in banking during the day are also arranged at the college from time to 
time. Among the subjects dealt with in the course of evening lectures 
are “Banking”, “Banking Law”, “Stock Exchange Securities”, “Foreign 
Exchanges”, “Bankers as Lenders”, etc. These courses of lectures are 
open to bank employees and others either free of charge or on payment 
of a small fee of 8 annas a lecture. 

During the last 15 years, several other Universities such as Calcutta, 
Lucknow, Allahabad, and the Punjab, have instituted commerce degrees, 
and the courses prescribed for them also give a fairly important place to 
the study of banking and allied subjects. 

The elementary principles of some of the subjects referred to above 
are also taught in some commercial schools — Government and private — 
to candidates preparing themselves for the Government Commercial and 
Clerical Certificate Examination, started by the Government of Bombay 
in 1926, the L. C. C. and the Indian Merchants’ Chamber Examinations 
and in a few cases for the examinations of the British and Indian Insti- 
tutes of Bankers. 


2 c 2^ 
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i'^'The Council of the Indian Institute of Bankers invited last year some 
prominent gentlemen to deliver a few lectures on topics of special interest 
to bankers, and has recently decided to organise a few courses of lectures 
for the benefit* of bank employees, particularly those picparing them- 
selves for the Institute’s examinations. 

Is there any co-ordination of effort bctiocen such institutions and the 
hanks ? 

As far as I know, there is hardly any co-ordination of effort between 
such institutions and the banks. However, I am glad to state that most 
of the prominent bankers in Bombay take interest in the activities of the 
S 3 'denham College of Commerce and Economics, Bombay, and are gener- 
ally available for advice with regard to the courses. • They also try tu 
come in contact vdth its students by attending functions arranged by the 
various associations of the college students. 

The late Mr. (afterwards Sir) Eobert Aitkin of the Bank of Bombay 
•was at my request good enough to draw up a scheme for the recruitment 
of probationers from among the University trained Indians in general 
and the graduates of the said college in particular. The same scheme 
formed the basis of the memorandum scheme published by the Impei*ial 
Bank of India in connection with the training of Indians for service in 
banks. 

Q. 2. Do hanks provide any facilities for the training of hoys in bajiking 
business ? 

Banks in India, as a rule, do not provide any special facilities for the 
training of boys in banking business. The Tata Industrial Bank, Ltd.^ 
had a fairly regular apprenticeship scheme, and took about a dozen appren- 
tices, mostly commerce graduates, for training for higher appointments. 
The Bank of klysore. Ltd., takes up graduates as probatiouers, and it is 
understood that the commerce graduates taken into its service by the bank 
have ‘‘turned out well”. Such a scheme, if generally adopted by banks 
in India, •n*ould enable them not only to secure the necessary trained staff 
for expanding their business by an extensive system of branch banlring, 
but also to Indianise their superior staff in the course of a decade or so. 

What is the present method of recTuitmeni of staff by the Imperial 
Bank of India, the Indian joint stock bonks, the exchange banks and the 
co-operative banks? 

Each bank recruts its stafi’ in its own way. At present recruitment 
for the staff appointments in the Imperial Bank of India is very largely 
made in England from among the very junior members of the staff pf the 
English and Scottish banks 

As explained in reply to No. 1, educated Indians are appointed as pro- 
bationers in the grade of Es. 150—50 — 250 in the Imperial Bank of India. 
Some of these are promoted to the staff appo’ntments. Although in the 
sclieme referred to above preference is supposed to be given to the gradu- 
ates of the Sydenham College of Commerce and Economics, only very 
few graduates of the college have been taken up during the last few j-ears. 
The clerical staff -is recruited from boys w’ho have completed their school 
education. 
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While for bauldng business,, character, personality . and good 
connections are useful, it appears; desirable that, with a-yiew to obtain, t%'‘> 
tnost competent recruits and to '.avoid public criticisms, recruitment' 
should very largely, be on the basis of a competitive examination — ^written 
and oral — the latter largely to enable the bank authorities to judge of per- 
sonal appearance, . speech, deportment, family connections, etc. It is 
also felt in some guarteirs that further recruitment of non-Indians, except 
for some of- the higher appointments in the bank for which Indians of 
required qualifications may not for some time be available, should be 
stopped. 

♦v « 

Eeeruitment in Indian joint stock banks also does not apear to be 
based largely upon merit, and it would, therefore, be desirable to provide 
for selection on the basis of merit where the other essential requirements 
are fulfilled. . . 

The exchange banks generally engage Indian staff mostly for clerical api 
pointments. and recruitment for higher appointments is made abroad. With 
■s view to enable the exchange banks 'to carry on their business with the 
goodwill of the people of .the country it appears desirable in their own 
interests that they should throw open at least a small percentage of the 
higher appointments in their branches in India to Indians possessing the 
necessary qualifications. , . - 

In the field of co-operative banking, all appointments are filled up by 
Indians, but generally no proper system for the recruitment and training 
ef ’ staff exists. ' ' ' 

Q. 3. How far is instructmi in banking, theoretical and practical, 
combinecr at present? \ 

There is at present very little combination of ' the theoretical and prac- 
tical training in banking. No doubt the Central Bank of India Ltd., 
made a beginning in this direction by engaging the services of an Indian 
graduate of the Columbia University, who, in addition to some other duties, 
was reqixired to; give 'lectures on banking and allied subjects to its staff' 
at the head oflS'ce. ■ The' Central Bank of India Staff Association also 
invites occasionally some- well-known persons to lecture to them on im- 
portant baring problems. It is understood that, perhaps with a view to 
cut down the, expenditure, the services of the graduate referred to above 
have been dispensed with, ' : ; , 

Q: 4. Oan you give any information regarding the facilities afforded, 
in 'other countries in the matter of banking education? Have you any 
suggestions to make regarding the facilities that should be made available 
in India? ■ 

The importance attached to theoretical training in banking and allied 
subjects in the Western countries . can be gathered from the folio-wing 
extract from an interesting article entitled “The Training of a Bank’s 
Staff!’ by Mr. .J.; g: Holt;— ; 

“It is, however, the knowledge obtained over and above the ordinary 
routine, work of the office that- is really .valuable If no know- 

ledge of banking laws is possessed, experience, .instead of confirming nil 
the man has learned , and of expanding his mind, conveys little of : the 
reasons which make different operations necessary. Thus, lack of theore- 
tical knowledge tends- to make a man mechanical in his work, from sheer 
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inability to appreciate its true significance and from the resultant mono- 
tony that must inevitably be produced by the performance of work that 
is not understood.” 

“Men are to be found who have been employed upon one kind of work 
for years, and on account of the facility they have necessarily acquired the 
management is 'loth to change. These men, however, can become efii* 
cient in routine and no more”. 

The banks in England give every encouragement in the matter of 
banking education. In the case of their own staff they provide facilities 
to enable those desiring to attend evening courses of lectures, and make 
grants for books, tuition and examination fees. On their passing the exa- 
mination of the Institute of Bankers, in addition to the cash bonuses, 
generally a certain period by way of seniority is added to their service. 
Sometimes an increase in salary is given, but generally some credit to those 
who have passed the Institute’s examination is given in the matter of 
prorpotions. 

Most of the big bankers also .invite suggestions for the improvement 
of the business, and offer handsome rewards for those used to their 
advantage. 

The late Mr. Walter Leaf and many other leading English bankers 
were largely responsible for the institution of the commerce degi-ee by 
the University of London. It is believed they not only, helped in the 
provision of funds required for training in the courses prescribed for the 
said degree, but actually encouraged the employment of University trained 
members for better class work in banks by establishing in London the Uni- 
versity Bureau which was to act as a liaison between the University of 
London and the business houses of the city. The American Banking 
Association, with the help of the Foundation Fund of half a million dollars 
I started in 1925 to commemorate its fifth anniversary, provides annually 
167 college loan scholarships, ninety-eight of which arc now being proffer- 
ed to seventy one colleges and Universities for stimulating and aiding 
worthy men and women students to pursue courses in banking and econo- 
mics in colleges. A copy of the scheme is given in Appendix A. 

The Institute of Bankers in England, the American Institute of 
Bankers, and the educational section of the American Banking Association, 
endeavour to improve the personnel which goes to make up the banking 
profession. The chief purpose and aim of these bodies is to mould the 
young men taking up banking os their careers into the most useful ele- ' 
ment possible in their own interests as well as in those of the bank they 
serve and the country. These bodies not only hold examinations to test 
the knowledge of the candidates, but also arrange courses of lectures and 
offer prizes and scholarships for essay, etc., to bank employees and 
others. 

Some of the leading banks in England have their schemes of foreign 
scholarships. In 1920, the Directors of the London County Westminster 
and Barr’s Bank, announced the following scheme of foreign scholar- 
ships : — 

‘‘It is intended to give, every year, a few scholarships to male mem- 
bers of the staff, the Directors reserving the right to award them to outside 
candidates in exceptional cases. Selected candidates must give evidence 
of such general education as will afford a presumption that they will derive 
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full benefit from foreign experience, and must also have attained a satis- 
factory standard of technical training and of practical banhing experience. 
The age limit will, a rule, be 21 minimum and 30 maximum, but the 
maximuni limit will be raised to the extent of anj period spent by the 
candidate in military or naval «ervice. Candidates must be of British 
birth, must be medically fit, and must, as a rule, have passed part one and 
two of the Institute, of Bankers’ examination, or have passed the Inter- 
mediate Examination for the B. Sc. (Econ.) or B. Com. degree. Profi- 
cienr,*y in French or Spanish will be essential, such proficiency to include a’ 
knowledge of commercial correspondence and ability to converse in' 
the language. A fair knowledge of a second foreign language will be 
obligatorj'. Good reports, both as to conduct and work, wiU be- 
a necessary preliminary. Over and above their salaries, which' 
will be subject, during the holding of the scholarships, to normal' 
increases, the men selected for scholarships will receive, during their 
service abroad, an allowance towards the cost of living in the 

country selected by the bank, together with allowances sufficient to 

cover travelling. They will be required to enter into a written 
xmdertaking to return to the bank as and when required, and to remain 
in the service of the bank for such time as the directors may determine 
after the expiration of the scholarship, such period to be, as a rule, not less 
than five years. Scholarships will, in the first instance, be held for a 
year, but on evidence being furnished that they are being satisfactorily- 
utilised, an extension of a year may be granted, and in exceptional cases 
some further extension may be granted. The normal amount of each. 
Scholarship will be £100 per annum in addition to salary and allowances as 
above. The usual scale of holidays will be allowed, and the financial faci- 
lities given to members of the bank’s staff abroad in connection with holi- 
day leave, will be extended to holders of scholarships. In addition “Study 
leave’’ and other facilities for obtaining a knowledge of the country visited 
will be given, if the directors are satisfied that full advantage will be- 
taken of such facilities. Applications for continuance of service abroadl 
will be considered favourably if the holder of a scholarship has undertaken-, 
but not completed a special line of study in the country,’’ 

In view of the fact that banking development is of the utmost import- 
ance to this country and that the extension of banking cannot take place 
unless a large number of trained Indians are available, every encourage- 
menc should be given by banks in India to their staff on the lines followed 
by banks in the Western countries. The banks can, on the one hand, give 
facilities to their employees for theoretical training and, on the other, help 
those who are undergoing theoretical training in acquainting themselves 
with the practiebl aspect. 

Some banks in India have already begun to encourage their employees 
to equip themselves with theoretical training. However, the banks appear 
to be reluctant to offer facilities for the practical training of those who are 
attending University courses of studies in banking. 

In this connection, attention is invited to the following extract from 
the written statement submitted by me to the Bombav Universitv Beform 
Committee of 1924. 

“As regards the training for commercial careers, I think it desirable to 
provide for some practical training : — for instance, the students who take 
up advanced banking as their optional subject, should be required to spend 
the Long summer vacations in their second and third years in a bank. 
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the accounting students -with practising accountants, and the cotton 
students in the office of cotton merchants and in mills.” 

While it is absolutely necessary for University^ trained young men to 
realise that they cannot occupy responsible positions in banks without 
first acquiring sufficient practical training, it is equally essential for banks 
to appreciate that the complicated nature of the modem banking business 
makes it imperative for their success that their employees must tmdergo 
adequate theoretical training in addition to practical experience. 

The banks are right in their attitude that the taking of apprentices for 
short periods will not benefit them (the banks) directly, and may even in 
certain eases mean some expense or inconvenience in the form of the loss 
of tie time of the officers under whom the banking students would have 
to work, but there can be no doubt that it would help them and the 
country manifold ultimately. With a view to enable banks to admit for 
practical training only persons who can be depended upon in the matter 
of compliance with the bank’s rules and conditions of work, the production 
pf certificates from persons in responsible positions may be insisted upon. 

Have you any suggestions to make in regard to the grant of facilities 
for higher training outside India to bank probationers and bank assistaiHs 
in India'} 

t 

Bankers in India should grant foreign scholarships and study leave 
mainly to their experienced employees for the practical study of interna- 
tional exchange business and for widening their banking outlook. If pos- 
sible, they should aiTange with their correspondents and agents in coun- 
tries like England and the U. S. A. to provide facilities to persons to be 
deputed by them (the banks in India). The Punjab National Bank, Limit- 
ed, of Lahore is understood to have obtained facilities from their London 
Agents for the practical training of some young men deputed by the said 
bank. A few of the young men thus trained have on completion of their 
training been taken up by the Imperial Bank of India in its staS officers' 
grade. If practicable, Government may also try to obtain such facilities 
from banks in England and elsewhere. 

Q. 6. What is the present position and ivhat in your opinion should 
be the future position of the Indian Institute of Bankers in regard to 
baulking education? 

At present the Indian Institute of Bankers, besides arranging a few 
lectures at Bombay, holds an examination annually on the lines of the 
English Institute of Bankers. The Indian Institute of Bankers should 
devote more attention and funds for the purpose of spreading banking 
education in the country. It should organise courses of lectures primarily 
for the benefit of bank employees at other centres such as Calcutta, Madras, 
Delhi, and Bangoon. Gradually the facilities should be extended to cen- 
tres like Cawnpore. Lahore, Karachi, etc. It should also offer on a liberal 
scale prizes for essays on subjects of banking interest and scholarships for 
research in such subjects. 

Q. 7. What is the training of indigenous bankers’ at present? Have 
you any proposals of a practical nature for the provision of special training 
for this class? 

The training of the indigenous bankers at present comprises the 
practical experience generally gained by ,them in their family business. 
This makes their outlook rather nar-'ow, and consequently they are apt to 
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ignore the need for and the means by, which they can improve their busi- 
ness to their advantage as well as to that of their customers. It is for 
this reason that the indigenous banters of this country, unlike their confreres 
in the West, have not yet realised the need for giving publicity to their 
accounts. Only a few of them even supply their customers with printed 
cheque forms for drawing cheques upon them. 

It would be desirable to introduce courses dealing with elements of 
banking, accounting, commercial arithmetic, etc., in the secondary educa- 
tion. In this connection, attention is invited to the reply given in answer 
to question No. 1 above. The Government Commercial and Clerical Certi- 
ficates examination which was started by the Government of Bombay in 
1926 with a view to provide training in important commercial subjects 
such as commercial arithmetic, elements of book-keeping, ofl&ce manage- 
ment, Indian banking (elementary), etc., in addition to subjects such as 
^English and commercial geography, for young men who after completing 
their school education wish to take commercial or clerical appointments 
will go a long way in meeting this need. A cppy of the press note on the 
■subject is given as api^endix B. 

It is also desirable that evening courses of lectures on banking and allied 
subjects such as the ones that are delivered at the Sydenham College of 
Commerce and Economics, Bombay, should be arranged by Universities, 
educational institutions and banks for the benefit of indigenous bankers, 
their staff and others interested in their study. Attempts should also be 
made at a later stage to arrange courses of lectures in such commercial 
subjects as are referred to above in important vernaculars. 

Q. 8. What are the prospects, present and future, of horjs trained in 
hanking in India? 

The prospects for young men trained in banking are, I should think, 
fairly bright, and are bound to improve with the development of banking 
and the gradual Indianisation of the banking staff in this country. 

Do you attribute the slow development o/ banking and specially branch 
hanking to 'absence of trained men in India? 

The absence of trained Indians is decidedly one of the main factors 
responsible for the slow development of branch banking in India. A'e 
leading banks in India have had in the past to depend largely upon non- 
Indian staff , for the posts of branch 'managers the opening of branches 
except in large cities was hampered as they could not bear the cost of a 
comparatively highly paid superior staff. Eor instance, if a European 
manager was to be appointed as a manager of a small branch, his compara- 
tively high salary and allowances, if any, on the one hand, and comparatively 
small business in the first few years, on the other, made it difficult for banks 
to open such branches. Branch banking in India would have made much 
advance if trained’ Indians willing to accept comparatively small salaries 
were available for working as agents at small branches. The growth of 
bran-ch banking in this country' has in the past been retarded also owing 
to the fact that' the European managers of branches of banks, being ignorant' 
of the common' language used in b^usiness at- certain places as well as of 
the social customs of the people, could not come into the requisite close 
contact with them. If branches of banks in comparatively -small centres 
are placed under competent' Indians, it will encourage people to do business 
with joint stock banks, and thus increase their earning powers, while their 
expenses will be kept at a low level. 
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APPENDIX A. 

^American Bankers Association to Provide 167 Scholarships. 

That one hundred sixty-seven collegiate loan scholarships will be provided 
bv the American Bankers Association Educational Foundation, ninety- 
eight of which are now being proffered to seventy-one colleges and univer- 
sities in thirty-four states, is announced by John H. Puelicher, Presi- 
dent, Marshall and Ilsley Bank, Milwaukee, Wis., as chairman of the 
Poundation’s Board of Trustees. The foundation fund of $500,000 was. 
started in 1925 by the association to commemorate its fiftieth anniversary, 
and aims to stimulate and aid worthy men or women students to pursue 
courses in banking and economics in collegiate institutions throughout the- 
country. The scholarship awards will be available for the scholastic year 
beginning next fall, and will provide recipients with loans of $250, to be 
repaid on easy terms following their entry into earning business life. 


A SPECIAL FEATURE OF PL IN. 

A special feature of the plan in addition to its educational advantages is 
that scholars, upon discharge of all financial obligations connected with 
their loans, will be given certificates of honorary membership in the founda- 
tion signed by the members of the board of trustees, which will be avail- 
able as evidence of financial reliability for their use in starting their busi- 
ness careers. 

Proffers of one or more scholarships setting forth the detailed rules- 
under which the loans will be made through the collegiate authorities and 
the plan under which the recipients are to pursue studies under their super- 
vision have been made to the following institutions 


Plan op Allotment. 

The general plan allots one scholarship to a higher institution of learn- 
ing in each state where the banks have completed the subscription quotas 
assigned them in the foxmdation fund. Additional scholarships are allow- 
ed for each unit of $2,000, or excess fraction of that amount above $500 
contributed from a state. The plan for raising the 6500,000 educational 
fund allocated the first $250,000 to private subscription by bankers through- 
out the country, and then the remaining $250,000 was divided among the 
various states proportionately to their banking figures. Maturity of pledges 
will soon complete the fund. 

Under the rules adopted by the foundation trustees, institutions allotted 
scholarships are selected on the basis of type of school, educational stand- 
ards, geographical distribution and their desire to co-operate in the plan'. 
A committee to award the scholarships is to be created in each selected 
institution and will consist of the head of the school of business administra- 
tion or department of economics or an equivalent officer as chairman, a pro- 
fessor or instructor in charge of banking courses, the dean of students and a 
prominent banker chosen by the president of the college and chairman of the 
committee. The duties of the committee are to select students for scholar- 
ships and co-operate with the foundation in administering the plan. The- 


♦ The Bankers Magazine, June 1928. 
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plan, while not demanding scholarship of the highest rank, aims to develop 
leaders in business life and therefore precludes awards to mediocre or in- 
ferior students. 

All scholarship applications must be made formally through these col- 
lege committees and not direct to the foundation. Three hometown 
references are required of each applicant, at least one of whom must be a 
banker. Only students of junior or higher grade in banking and economic 
courses are eligible, and those who have also attended American Institute of 
Banking courses will be given preference. Scholarship payment will be 
given only to those whose means of education are dependent in whole or 
part upon their own efforts, and will continue only during satisfactory scho- 
lastic standing or conduct. 


The ScnoLAKsniP Loans. 

The scholarship loans are at 5 per cent, beginning the first day of the 
second January after the date the scholar leaves school, and no interest will 
bo charged if repayment is made prior to that time. Loans may be paid 
off in instalments of SIO or more beginning as soon as desired, but repay- 
ments must begin the first day of the second January after a student 
leaves school at the rate of at least 610 monthly to be applied towards 
reduction of principal and interest. After three monthly instalments have 
been promptly met payments may be placed on a quarterly basis T mtil the 
loan is wiped out, which must occur within three years. Although action 
will be taken in case of delinquencies, consideration will be given to specai 
circumstances such as ill-health or unavoidable unemployment. 



APPENDIX B. 


Press Communique NoT'-P.-oS of IStu Eebruary 192G by ‘the D'irecxoe op 

Information, Bombay. 

By starting the first College of Commerce in Ibis country the Govern- 
ment of Bombay have j^laced at the disposal of the industries and com- 
merce of the Presidency a regular supply of young men vho, after receiving 
5 ufiicient practical training, can hold responsible appointments in business 
houses. The number of young men, however, who can afford^ the expense 
and strain of a Commercial education of University standard is small, and 
there is a large number of students who after receiving a good general and 
useful education upto 16 to 18 years of ago wish to take up service in a com- 
mercial or Government office. It is in the interests not only of these in- 
dividuals, but of the industrial and commercial progress of the country, that 
adequate provision should be made for Commercial education of a more 
elementary character than that provided for by the University courses. 
The educational facilities at present open to such youths are ns a rule not of 
a satisfactory character. i\Iost of the institutions which have hitherto 
given instruction in Commercial subjects arc of an unsatisfactory character, 
and are in respect of staff, equipment, and accommodation, ill adapted to 
the end for which they exist. 

It would appear that the present unsatisfactory situation is largely due 
to the absence of a suitable objective in the shape of an examination for 
which Commercial institutions may prepare. The need for the establish- 
ment of a Secondary Commercial examination based on the conditions 
existing in this Presidency has been represented to Government. Govern- 
ment have therefore decided to institute a Commercial and Clerical Certi- 
ficate Examination. For this examination the following subjects will be 
•compulsory : — 

1. English — including Precis Wi-iting and Commercial Correspond- 

ence. 

2. Commercial Arithmetic — Chiefly of a practical nature. 

3. Elementary Book-keeping. 

4. Commercial Geography, 

In addition there will be two optional subjects, selected from (1) Short- 
hand, (2) Typewriting, (3) Office Management, Filing, etc., (4) Accountancy 
that is, more advanced Book-keeping, ( 5 ) Administration, i.c., relations of 
Government with local bodies, (6) Indian Banking (Elementary), and such 
other subjects as may hereafter be thought necessary. 

It is proposed to hold the examination in April, the first examination 
being held in 1927. 

No candidate will be admitted to the examination unless ho has. during 
the previous academic year, been a regular student of an institution recog- 
nised for the purpose of this examination. Applications for recognition for 
the purpose of the examination should be addressed to the Director of 
Public Instruction and submitted through the Inspector of Commercial 
Schools, C/o. the Principal, Sydenham College of Commerce and Economics, 
Bombay. A detailed syllabus of the examination will be published at a 
later date. 
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No. 41. 

Statement oi evidence sulmitted ly Mr. B. T.'Tbakur, Member, United- 
Provinces Banking Enquiry Committee. 


Banks woeking in the provinob. 

TiiP v.nrtkH -worldnE in the province can be divided into fom classes : (1) 
The banks Banks, (3) Joint-Stock Banlvsand (4) 

Imperial Bank of Into (2) M shaieboMers of the fliet three ie 

?'-??f„Th^aSoun™f tSleLetive share holdings. In the case of the 
Wh tto Itability of the members of primary societies or unions is im- 
limited. 


The Imperial Banh of India. 

The I»Pf thoTo^vta., it to 

brS^tota" Sfthe topJrtalt totvns and eities. At places tvhere tie hank 
iThmneSs all funds of Government and local bodies arc deposited -with it. 

It harmto ts control and potter of operation, currency chests which eimble 
b tf tratoer Lsily, without any charge, funds from one place to another. 
Its leSitTances and inland enebange operations are consequently facdltated 
to a verv considerable entent, and the margm of profit is also ^eater. But 

1 nrnfifnblv emuloved it greatly increases the earmng power of the 

tads Bvto ba?k ha^nl a number oi branches transfers funds from places 
Xere ttol is no demand for them to places whore they can be profitably 
S?£d but it has to take cost of transfer into consideration which in the case 
of short period or temporary cash surpluses may be more than the benefit 
of interest wliich their investment may bring. In the case of the Impnal 
BaS u a branch can spare a few lakhs, say for a ew days or a week, it can 
Snd the amount to tho\ead office or branches for mvestment and recall the 
same whenever required, without having to pay a single pie for transfer,, 
forwards and backwards, excepting possibly telegram charges. 

In busy season banks enter into large cash credit arrangements with 
merchants, *a sort of a running account under which they can draw unds 
m to L “’■■ced limit whenever it suits their purpose and a so repay acc.or*ng 
t^hek cSnvenience. without anynotice whatsoever. All banks excepting 
the toperial Bank have to keep large balances to be able to meet demands in this 
Sect, and it often happens that for days and days together people do 
to overdraw-or it mij be that laige amounts are repaid temporarily 
which may be required again any time during the nest ew days. The 
birTwer only pays interest on the actual babnee outstanding against mm 
from day to daV, and the banks are not able to employ temporary repay. 
S of funds which have perforce to remain idle without earning any 
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interest. They cannot return the money to other branches which may be 
^ible to suitably invest it as call loan, etc., because of the cost of transfer on 
each occasion. The rate of interest which banks charge for cash credit 
facility has, therefore, to be based so as to allow for loss of earning in respect of 
temporary repayments and consequent idleness of funds. The position of the 
Imperial Bank, as explained before, is however different. Because transfer of 
funds costs it nothing, idleness of funds can be avoided, and, therefore, the rate 
of interest, so far as it is affected by this consideration, can bo correspondingly 
lowered. 

The Imperial Bank is able to command a very largo amount of free money 
as bankers to Government, public bodies, railways and banks, and on account 
of the prestige that these connections bestow. It is true that such funds re- 
main as current accounts and are withdrawable on demand, but in practical 
working the duration of those deposits can bo more or less accurately foreseen, 
particularly in the case of Government and semi- Government balances where 
their respective budgets give sufficient idea of the time and amount of the 
incomings and outgoings. It is, thorefore, easy for the banlc to safely treat a 
portion of such funds as time (ma3^ be short term) deposits and correspondingly 
increase their remunerative character. 

In the matter of fixed deposits the rates of the Imperial Bank aro lower 
than those of other first class banks by at least one per cent. This is only 
possible because of it.s prestige as Government banlcers and because certain 
funds, e.g., trustee, can be only invested in this bank. 

On account of the factors referred to above, vit., power to borrow cheaply 
and to mobilize its funds for investment purposes •without any cost, it should 
not at all be surprising if the Imperial Bank Rato for advances should be lower 
than what would be indicated by the normal market considerations. And 
as there can be no two rates in the market for advances of the same category, 
other banks are obliged to fix their rates on the same level as the Imperial 
Bank Rate. But the margin of profit in the ir case is much loss. This is greatly 
noticeable in the case of mofussil branches of banks. The method of finance 
in mandis and grain markets is of the nature of cash credit, which on logical 
considerations of the problem should be more expensive than a time loan. 
Before the opening of the Imperial Bank’s branches, banlca could fix tlieir rate 
of interest or the basis of cost of money. But now, because the Imperial 
Bank is able to charge a lower rate, mainly on account of the special advan- 
tages enjoyed by it, other banks have perforce to do the Same. And it is seen 
that in several cases branches are not earning any profit, but are, on the con- 
trary, losing. In formulating its credit and interest poli^’y, the Imperial Bank, 
as, the premier credit institution of the country, should have shown better regard 
for the obvious dictum that the fixation of interest rates should not be divorced 
from the actualities and normalities of market conditions nor based solely 
on considerations of its unique position. Grounds for dissatisfaction at this 
attitude of the banlc are further increased by the fact that at places where it 
has the sole monopoly of banking business it charges a much higher rate of 
interest which clearlj- proves that its lowering of interest rates at other places, 
although possible on account of its privileges, -u^as not to a small extent in- 
fluenced by considerations of competition and deske to snatch business through 
that means. Fortunately, signs in abatement of this policy arc visible, 
but if it should be ever revived, it will compel otiher banks to curtail their 
branch business and lead to the Imperial Bank’s monopolizing mofussil banking 
-and ultimately bring about all the abuses which such a position creates. 
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The question whether the opening of new branches by the Imperial Bank 
has increased opportunities for the accumulation of savings or increased bank 
deposits cannot be considered unless the figures of the deposits of its difterent 
branches in the province, both new and old, are available. It may be 
that a deposit made by a person in a neighbouring branch of the bank has been 
“withdrawn and put in the local branch after its opening— or from a distant 
branch to a nearer branch. Also it has to be seen whether increase in deposits, 
if any, is merely a transfer from other banks or represents new soiuces. The 
facility of obtaining deposit accounts of the Alliance Bank of Simla, on account 
of its taking over some of the latter’s branches and the financial concession 
to the depositors on liquidation, did increase the bank’s deposits, but that 
was not new money so far as general bank deposits or banking habit 
is concerned. Such increase has, therefore, to be offset when determining the 
net increase in the Imperial Bank’s deposits. If no new sources of supply of 
savings have been tapped or habit to hoard has not been decreased, the opening 
of the new branches from the savings point of view is hardly justifiable. I do 
not know if the Bank has supjjlied sulHcient material on these points to enable 
us to decide this question properly, in the absence of which it will he impossible 
to come to any conclusion. 

The question whether any fresh credit facilities have come into existence 
as a result of the Imperial Bank’s opening new branches, and the extent 
and nature thereof also require detailed information which does not seem to 
be available to us. 

Some complaints have been made about racial discrimination on the part 
of the Imperial Bank’s officers when considering applications for credit. Unless 
sufficient number of examples are presented and there are fullest possible 
•opportunities for a thorough examination of aU details pertaining to them, it 
will not be possible to form an exact opinion as to whether such complaints 
are real, and further, whether they are general or only noticeable in particu- 
lar cases. It can, however, be safely said that the European managers of the 
Bank, on account of their methods of living and social habits, have greater 
opportunities of coming in closer personal contact with and forming correct 
estimate of character and credit of the European clients than in the case of 
Indians. And as personal information and estimate are most important 
when dealing mth the credit needs of a customer, it is not impossible if there 
are some genuine cases of grievance. 

It is not within my province to make any detailed suggestions as to what 
:8hould be the future position or constitution of the Imperial Bank, but inas- 
much as it wiU have a great bearing upon the savings and credit facilities in 
the province, I cannot totally ignore the question. It is clear that, if banking 
institutions are to progress, the present privileged position of the Imperial 
Bank must disappear. If the existence, working and experience of over half 
a century cannot enable the Bank to work and carry on its business without 
the continuance of these privileges, it should be far more difficult for other 
hanks, which are much younger in life and less ripened in experience or which 
may he fstablished hereafter, to hope for any success in their undertaking. 
It is urged that special disabilities are imposed on the working of the Imperial 
Bank, and some compensation for such restrictions is nece&sary. On analysiirg 
the charter of the Bank there is very little which would not be voluntarily 
observed by a prudent commerc’al bank. Further, if a bank law is introduced, 
which I strongly recommend, the freedom of all the banks will be affected, and 
tihey will not be'rn a more advantageous position than the Impeiial Bank. They 
will be subject to State examination which wiU enable Government to know 
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more about their business than it is possible at the present moment in the case 
of the Imperial Bank’s internal working. I have said in my note on the internal 
remittances how benefits of the currency chests should be available for all the 
banks of. the country, by associating with-it the various, clearing systems,, 
local, provincial, and all -India, and I , have also given my views how the 
balances of Government and local bodies, apart from what could be 
directly lodged vrfth the Reserve Bank and its branches, should be deposited. 
Giving of any monopoly to the Imperial Bank will restrict the develop* 
ment of banking in the province and in the country. 


Exchange bank^. 

Branches of exchange banks in this province arc only found in Cavuipore. 
They mainly devote themselves to the financing of foreign trade of the pro* 
vinco. They take rupee deposits, which on account of their respectability, 
financial position, and great resources, arc very large, and to that extent assist 
in the mobilization of the country’s savings. Thej’^ wore the pioneers of 
modern banking and have aroused banking consciousness for which our best 
thanks are due to them. Whenever they have surplus funds over and above 
what they could invest in the export and import of merchandise, or its finance 
before or after these points, they participate in the inland bill business, or 
liundia, and as such the latter operations are conducted only as a subsidiary 
business and so far as they do not affect their main work. 

The financing of the export bills is generally on the basis of letters of 
credit granted by the bankers of foreign purchasers, who undertake to the 
liank negotiating such bills to be responsible for their payment at maturity. 
The export bills arc further rediscounted on arrival in Loudon, which enables, 
the negotiating bank to get back the money invested in them much earlier 
than what would bo indicated by the period of the bills. The pressure of 
finance for the export bills is thus passed on to the London market. No such 
recourse is possible in the case of the import bills because there is no redis- 
counting of bills at present on the jrart of banks. If any bank resorted to the 
Imperial Bank to rediscount its biUs, it would be immediately construed by the 
market as a sign of weakness. Possibly after the Bank of Issue is formed, 
this prejudice may disappear, and rediscounting of the bills may become a 
common practice of the market. 

The Chartered Bank of India, Australia and China and jthe National 
Bank of India are the only exchange banks, out of the eighteen doing ex- 
change business in India, that have branches in Cawnpore. 


Joint slock binks. 

The joint stock banks doing business in the jnovince are not more than, 
ten. !Fo”r have their head offices outside the province, and the remaining 
are provincial enterprises. The Allahabad Bank had originally its head 
office at Allahabad, but a few years back it wa.s transferred to Calcutta so that 
the management and directorate of the bank could bo in closer and direct 
touch with one of the biggest financial centres. The other non-provincial 
joint stock banks are : the Central Bank of India, the Punjab National Bank,, 
and the Peoples Banlc of Northern India. The head , office of the first is in 
Bombay, and ,of the last two. in Lahore. We have not any detailed figures 
of their business in this province, but it should be obvious to any observer 
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t.nat all these four baulcs do considerable amount of banhing business in the 
province, and finance movement of goods between this province and the rest 
of India. Their part in jjroviding facilities for the accumulation of sa^fings 
equally important. Complaint is often made that the branches of these 
banJrs are more for the piupose of collecting deposits tlian for making ad- 
vances, and that the surplus funds of the province are being drained to the 
j)ort towns and other provinces. It avouIcI not be possible to decide this 
matter unless the complamants supijlied us fuller information and the banks 
also disclosed their business figures. In any consideration of this question 
sight should not be lost of the fact that commercial banks caimot possibly 
advance on any and every tjq^e of security, ejj., it will be too dangeroUvS for 
them to have large commitments on landed property wliicli locks np their 
funds and afiects the fluidity of their assets. And although the hanks in the 
heginm’ng were not loathe to accommodate on mortgage of lands and 
buildings, experience has shown that it is unwise and against canons of sound 
hanking, it should, therefore, be not surprising if the banks are not advancing 
against immovable property, or even insisting on the liquidation of those 
already made. Eut so far as the commercial business is concerned, I should 
think appheatiop for its finance receives due consideration. There are periods 
of rise and fall in bank advances, and there is nothing wuong if in the slack 
season funds are sent out of the province, to earn something rather than 
lie idle, and brought back in busy season. Branch banking would lose ail 
its importance if it did not assist in the mobilization of money from places 
where it is not Avanted to places that are in need of it. Further, my infor- 
mation is that in the busy season baiilcs import large amount of additional 
capital'into the province to finance the marketing and movement of goods. 

Coming to the joint stock banks whose head offices are situated in the 
province, there are about six of them, the most important being the Benares 
Bank Avith a paid-np capital and reserve of about Es. 17 lakhs and deposits 
about Ks. 75 lakhs. -Others are small concerns. And the aggregate resources 
of all of them will not be more than a crore of rupees. Some of these banks 
have a few branches in the province, hut rarely outside. It should, however, 
he not concluded that they do not assist in the finance of inter-provincial 
bAAsiness. They have agency aiTangeraerts Avith other banks hr this and other 
provinces, Avhich enable them to participate in the internal exchange business, 
collection of hills und cb'aAvdng of drafts. 

Joint stock banks have complamed about the severe compck't-'on of the 
Imperial Banlr mainly due to its advantageous ])Osition. The exchange 
banks on account of their vast capital and older age command greater con-, 
fidence and prestige than the Indian banks and are a serious compe-^itor in 
the matter of deposits. And the power to lend depends upon deposits at the 
disposal of banks. If they do not get a fair proportion of the dejDOsits of the 
country, their credit operations must sufier to that extent. Some w\ay will 
have to be found to remove the handicaps at present experienced by thenA, 
Their function and pAArpose to finance the commerce and trade of the province 
are too important to ho ignored ; and being indigenous in character, they ‘have 
far better and closer opportunities of contact AAuth their clients, which is 
gO importantin credit concerns. 

I have shown when dealing with the Imperial Bank how unjustifiable 
it is to coirtinue its monopolistic position. The nature of its business is irot 
at all cljfiercnt fronr what a prudent nommerczal bnns .-lorinaily transacts. 
And if the imperial Bank is not able to conauct ousmess on equal terms 
witli tlie rest of the joint stock banks, in spite of its experience, traditions, and 
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prestige j extending over lialf a century of working, it should be much more 
difficult, aud even impossible, for the latter to do any business in the face of 
the subsidised competition of the former. 

It has been often urged that the State should intervene to ameliorate 
the position of the Indian joint stock banks. Government will not be 
justified in taking any such steps, or holding out any assurances about the 
solvency of any credit institution unless it has means of 'satisfying itself that 
such is actually the case. The joint stock "banks cannot obviously expect 
any blind faith on the part of Government in their work, which unfortu- 
nately a series of failures mthe past does not at all encourage. Any guarantee 
or assurance which Government may give to the general depositor as 
to the soundness of these banks without adequate scrutiny is utterly unjusti- 
fiable and may not be accepted. The experience in connection with the co- 
operative banks must clearly show that, when proper safeguards are not im- 
posed, the danger of loss to the ptiblic is great ; and even though Govern- 
ment may not assume any responsibility when preaching about the welfare 
of joint stock banks, their mere association would be sufficient to involve 
them in moral obligation of compensating the depositors in case of loss, nsy, 
they would be forced to do so as they actually wore in the case of failures of 
co-operative banks in Burma and the Central Provinces. If the joint stock 
banks want any public recognition or State assistance in the matter 
of removal of handicaps at present experienced by them, they should 
agree to some sort of control on their work and Government examination 
of their accounts. And if any undue competition is to be avoided between 
banks, there should be no laissez faire policy in the matter of bank 
registration. If any area possesses adequate banking facilities, no new bank 
or branch of a bank should be allowed to be opened. I have given some ideas 
on this matter in my note on “ Savings and Investment Habit”. 

We should try to determine, if possible, the relative part and import- 
ance of the different classes of banks in the banking business of the province.- 
It should be an important study and throw light on some of the banking 
problems. Any attempt in this direction is, however, obviously destined to 
failure unless banks co-operate with us and give full information. 

There are oiily 29 placeshn the whole province, which possess modern com- 
mercial hanking facilities, i.e.., where there is a branch of the Imperial, exchange 
or joint stock banic. The area of the province is 106,295 square miles, and, 
therefore, on an average th.ere is only one place in every 3,543 square miles to 
which banking opportunities for the purpose of trade and commerce can be 
said to be available. The provision is extremely inadeci[uate and shows what 
great a task lies before the province in this respect. 

B. — Deposit of Governbient and SEBii-GovEENtiENT fends. 

At present funds of Government and semi- Government bodies like the 
municipalitie.s, local boards, improvementr trusts, universities, etc., are re- 
quired by law to he deposited with the Imperial Bank of India wherever it 
has branches, and at other places they are deposited in the Government Trea- 
suries. In some instances, universities have been allowed to place short 
deposits vdth ordmary banks. In other provinces, notabty Bomliay and 
Calcutta, local bodies are also allowed to deposit their surplus funds with bardcs 
other than the Imperial Bantc. The previous sanction of the local Government 
is of course necessary before any bank is recognised for such a privilege. Bur 
the amount of money of the semi- Government institutions which remaica 



witli the Imperial Bank in the shape of current deposits, etc., is exceedingly' 
greater. I can safely 'say that, so far as our province is concerned, the ImpeHal 
Banl?; is the sole banker in almost all the cases. We should be able to know 
either from the Imperial Bank or the local institutions what would be the 
aggregate of °uch balances. 

Monej' which remains in the Government Treasuries merely remains 
idle rtntil It is disbursed, and does not perform nor assist in the performance 
of any credit functions daring the period of inaction. For the unification 
of credit policy and of the monetary resources it should not. be allowed to be 
withdrawn from the market, and the continuance of separate Govern- 
ment Treasuries does not appear to be in the best economic interests of the 
country. The situation has considerably improved since the formation of 
the Imperial Bank and the opening of it? branches, but still much remains 
to be done. We should ascertain what is the amount of cash balances in the 
Treasuries in the province. Also, we can determine what amount is now 
available to the Imperial Bank, which formerly remained with the Treasuries, 
and whether the funds thus obtained by that banlc have been made available 
to the local markets or are employed in the extension of credit for the 
benefit of the province. 

In other countries funds of local bodies arc deposited with any respect- 
able bank that may be doing business in its area. Introduction of a similar 
provision in the relative laws would avoid the necessity of their keeping 
their funds Avith the Treasuries. If general supervision, examination of banks 
by the State, and the bank law are introduced, risk of failure of banks and con- 
sequent loss of public money would be considerably minimised, and in cour.sfc 
of time become negligible and even non-existent. Further safeguard may be 
provided by insisting on previous approval of Government before a local 
body can bank with any 'bank. With the progress of time the banks will be 
taking greater part in supplying credit wants of these institutions as is the case 
in other countries, and it is but fair that they should have also the advantage 
of their surplus funds. Further, depoat in local banks or local branches 
wiU tend to the augmentation of credit for local purposes as far as is possible, 
and consequently assist the local economic development. 

It is not necessary that banks handling monies of local bodies should bo 
called upon to lodge security. In the majority of cases, cash balances are not 
large. It is only in the case of bigger towns and cities like Cawnporo that 
their balance in banks may he a lakh or over. Ard banks keep much bigger 
amounts of private individuals and commercial houses without giving an;/ 
security, so that in all probability they will not agree to keep any accounts 
of local bodies if that would necessitate their lodging security. Such an 
imposition would be construed by them and the general public as a sigii of 
weakness or want of confidence. 

It is recognised by every important banking system that Govern- 
ment funds on account of thoii- magnitude, importance and the prestige that 
they bestow, must remain at the disposal of the Banli of Issue or the 
Reserve Banli. The Central Banlc’s function is to control credit and currency 
in the best public interests, and it is necessary for the proper discharge of ihi ’ 
function that Government who command largo cash balances must 
keep their surplus Rinds nith it. As, however, it is not necessary for the banlc 
to have a large number of branches, in fact it would be cumbersome and 
costly, and it could easily supervise the country’s financial position by station 
ing itself at the most important strategical point in the money market, i, 
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would not be possible for it to directly receive ana pay Government monies 
excepting at places where it has branches. Arrangements will, therefore, be 
necessary for receipts and payments of cash on Government account at places 
where tlie bank has no branches. Establishment of separate Treasuries is 
against the best economic interest, of the country ; the other aiternative left 
is to entrust these operations to banks. Money deposited with banlcs remains 
available to the market. But in order that they might not employ Government 
balances for formulating a credit policy contrary to that of the Central Bank, 
the latter has an important voice in the matter of location and amount which 
can be deposited with anv bank as well as in the matter of granting recogni- 
tion to any bank. The Bank or the Government, at the request of tbe Bank, 
transfers amounts from one place to another as well as from one bank to another 
ancording to the requirements of its credit policj^. In some countries, as in 
England, no security is asked from banks for handling Government money, 
but in others like the United States of America, deposit of substantial security 
is required for this, privilege. All respectable banks, whether big or small, 
are treated alike when fixing these arrangements. Excepting the Central 
Bank there is no other bank which is given the monopoly of Government 
banking ; nor are the agency arrangements of the Central Bank entrusted to 
one single bank. It would impose a serious handicap on the rest of them. 
The primary purpose of the Reserve Bank is not to earn profit, but to control 
credit and currency ir the best public interests, and as such there is no harm 
in keeping at its disposal large free- of- interest funds which might otherwise 
be employed as a means of serious banking competition. But no such con- 
siderations exist in the case of other banks ; and if monopoly is given or any 
difierentiation allowed, it would decidedly create inequality in opportunities, 
scales being heavily weighted in favour of the favoured" one. We should 
jjrescribe a uniform test for con.sidering applications which request for the 
privilege of being depository of Government funds, and all those that answer 
to the test should be treated in the same manner, without any distinction 
or favoxrr. Appointing the Imperial Bank as the sole agent of the Reserve 
Bank, as was contemplated by the old Reserve Bank Bill, will have the most 
disastrous consequences on the banking development of the country, as I have 
already shown in my other notes. 

In a vast country like India, where banldng is still in its infancy, it would 
be in the best public interests if security is taken from banks wanting 
to be depository of Government funds. The security may consist of Govern- 
ment bonds, debentures of land mortgage banlrs, or be of any other acceptable 
kind. Also to avoid administrative inconvenience different departments 
may be asked to deposit money in different banke. Wliere such a distribution 
is not possible the bank which is in the greatest need of assistance and/or 
which gives best consideration to the lo-.,ai credit needs, should be granted the 
privilege, provided it is otherwise fitted and qualified for the purpose ard is 
able to give necessary security. 

The privilege ^ of handling Government monies need not necessarily 
bs confined to joint stock or commercial banks. Co-operative banks 
should be accorded the same treatment. It is of course understood that 
they will have to submit themselves to the same rigid test as the other banks. 
Owing to the vast responsibilities involved in handling public monies and of 
the Reserve Bank in this respect, the authorities should be naturally strict 
wnsn considering applications in this connection, but there should be no differ- 
entiation amongst those who are able to come up to the standard. 



It may not be out of place to describe the system of deposit of Govern- 
ment funds in the United States, which appears to be the best fitted for adop- 
tion in our country. 

At places where there is no federal reserve bank or its branch, Gov- 
ernment approves of certain national banlrs which can be depositories of their 
funds. Any national bank wanting to be depository of Government balances 
has to make an application to the treasurer who makes necessary inquiries and 
obtains a report from its federal district bank. If the report is satisfactory, 
he approves of the application. The bank has to lodge collateral in the shape 
of Government securities, bonds of federal land barfifs or some other designat- 
ed security up to an amount fixed by the treasurer. Ihe Government funds 
with the national bank depositories are thus in a sense loans, secured wholly 
or partly by collateral, and the only advantage is that such loans are without 
interest. Tke banks do not give any interest on those balances, but continue 
to earn interest on the security they have lodged. 

There are two kinds of 'national bank depositories, general national 
bank depositories and limited national bank depositories. The former are 
authorised to accept deposits for credit in the general account of the treasurer 
of the United States. Except in pursuance of special instructions from the 
treasury, no deposit of cheques or drafts may be accepted, but only deposits 
of cash and postal or express money orders. They are not authorised to main- 
tain any collection account. The object in making this differentiation is that 
cheques could be conveniently sent by the revenue collector directly to the 
federal reserve bank which would collect them and credit them to the Goverm 
ment account. The general policy in the matter of designatieg and main- 
taining these depositories of public money is to have them at points where 
they are necessary to meet the requhrements of Government officers for cash 
for pay roll or other expenditure. SHind- are transferred to and fro frorr such 
depositories to the district federal bank whenever necessary. The limited 
national bank depositories can accept deposits only for credit in official checking 
account, of courts and their officers, post-masters and, in special case?, of other 
duly authorized Government officers. Cheques and drafts payable imcondi- 
tionally in money may be accepted by such limited depositories. Fruther, 
maximum limits upon the amounts which they can bold are prescribed, beyond 
which it is penal for them to accept any money. 
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No. 42. 

Note by Mr. P. J. Tbomas as appended to the Eeport of the Madras 
Provincial Banking Enquiry Committee. 

.1. I regret that owing to fundamental difference of opinion on certain 
important points I am constrained to put in this note. As the time at 
my disposal is mucii too short, I shall make it brief. It is illustrative 
rather than exhaustive. 

2. The two principal duties of the Provincial Banking Committee are 
(I) to collect accurate information on the financial agencies of the Presi- 
dency in their relation to agriculture, industry and trade, and (2) to make 
recommendations. The former is the more important because it is the 
foundation of the latter. The subjects covered by the enquiry are vast, 
and it is no easy task to collect accurate statistical information on those 
subjects for such a vast Presidency as Madras. Nor has the time at the 
disposal of the Committee been long enough ; for, although the Committee 
was appointed in July 1929, active work by members of the Committee 
began only in January 1930. Indeed the two Itevenue Officers appoint- 
ed as Investigators to the Committee commenced work early enough, 
but their work was mostly confined to village investigations. If, as the 
Central Committee originally suggested, intensive enquiries were con- 
ducted in a few selected districts rather than in villages, it might have 
enabled us to get more comprehensive information and more reliable 
statistics on such subjects as marketing, rural indebtedness, and indigenous 
banking, which could not be properly surveyed in the course of village 
surveys. This has not been done, and the result is that, in my opinion, 
the facts and statistics we have at our disposal on certain important sub- 
jects are not adequate to enable us to draw safe conclusions. I shall 
illustrate this by taking a few important points. 

I. — Total IxdertedxI'.ss. 

3. An attempt is made in Chapter T of the Eeport to estimate 
the total indebtedness of the Presidency. I am more concerned with the 
causes, forms, and incidence of indebtedness, than with the estimate of 
total amounts; nevertheless as the bulk of that chapter — ^the longest in 
the Eeport — ^is given to an estimation of total indebtedness, I feel justi- 
fied in giving prominence to it. To my inind the conclusions drawn are 
not reliable, and if any such estimate is deemed necessary, fresh enquiries 
should be instituted for that purpose. 

4. The estimate is based on the assumption that the average duration 
of mortgages is 3 years, and that, therefore, we could estimate the total 
existing mortgage indebtedness of any one year by adding up the total 
mortgage debt of tlie three previous years or by multiplying by three the 
total mortgage amount of any one of them, in this, the Committee fol- 
loAv the views of Sir Prederick Nicholson who in 1894 estimated the 
total indebtedness of the Presidency by multiplying by three the mort- 
gage amount for one year (1891) on the ground that “if the average dura- 
tion of mortgages with possession taken as one lakh, be taken as five 
years, and that of simple mortgages taken asj two lakhs, as two years, 
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the average duration of all mortgages will be about three years. (Eeporb 
regarding the possibility of introducing Land and Agricultural' Banhs, Vol. 
1, page 270.) Whatever might have been the value of this three-year 
formula for the time when Nicholson carried out his investigations, its 
-applicability to modern conditions is subject to grave doubts. The fol- 
lowing factors, in my opinion, should be taken into account when making 
any such conclusion at the present time; — 

(i) It may be assumed that of the mortgages with a prescribed term, 
the average duration is three years, but the great bulk of moidgages, 
especially in the dry areas, axe of unspecified tenns. The following table 
relating to simple mortgages registered in Srimushnam Sub-Eegistrar's 
Office during the years 1924-1929 is instructive. 


Year. 

Number of 
unspecified 
duration. 

Number of 
specified 
duration. 

Total. 

1924 

152 

108 

260 

1925 

167 

83 

250 

1926 

137 

87 

224 

1927 

148 

So 

233 

1928 

164 

128 

292 

1929 

. . " . . 124 

64 

188 


The same is true of mortgages registered in the Sub-Eegistrar’s Office 
at BUore, which may be seen in paragraph 87 of the Eeport. This js 
confinned by independent researches elsewhere in South India. Out of 
1,226 mortgages in Mysore State examined by Messrs. I) 'Souza and 
JCrishnaswami Ay;)'arigar, as many as 764 were for unspecified periods. 

(ii) The fact that 'the average duration of specific period mortgages 
is three years does not warrant the conclusion that at any given time the 
total existing mortgage indebtedness mav be estimated by adding up the 
moi-tgages of the three previous years; for, in reality few mortgages are 
actually discharged on the expiry of the period specified in the document. 
In practice most mortgages run for a longer period than specified in the 
document, and so long as interest is paid regularly and the property doe« 
not depreciate, the mortgagee does not worry himself about it. 'This is 
true also of usufructuary mortgages, for a usufruct does not cease merely 
by the expiry of the term specified in the document. The' document may' 
be only for cue vear, but so long as the mortgage amount remains unpaid, 
the land will remain in the possession of the mortgagee. We may re- 

' member in this connexion that the bulk of mortgages are executed in 
favour of neighbouring landholders, who show no inordinate hurry to have 
■the mortgage terminated. 

(iii) In paragraph 90, details about renewals are given in support of 
the three-year fonnula, but this again does not help us very much, as we 
have no statistical iufermation as to what proportion of the total mort- 
gages of the same years and places were renewed. In practice, renewals 
take place mostly wffien interest falls into arrears or when the mortgagor 
•needs a fresh loan. Only a fraction of the mortgages is actually renew- 
ed: in ’the great majoiiby of cases mortgages remain unredeemed for 
many years and end in a sale of property by com-t-auction or by private 
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negotiation. According to' an eJtperienced zamindar -who appeared before 
the Gdmmittee at Eajahmundry, 90 per cent, of the mortgages terminate- 
only by the' sale of land (Oral Evidence, page 50). 

5. ,In order to be able to draw any reliable conolufeions^ regarding mort- 
gage indebtedness, we shall have to carry out detailed enquiries into the bis- 
tory of mortgages in typical regions in the Presidency. The usual in- 
formation available in the Sub-Eegistrar’s Office is not sufficient; we 
must trace the course of each of the mortgages registered in the last 10' 
or 12 3 'ears and then make our deductions. In 1927-28 a research student 
of the University of Madras made a study of the mortgages of ten villages 
in Satyamangalam taluk (Coimbatore district), and his conclusions do not 
support the three-year formula. 

6. A careful study of mortgages seems to me absolutely necessary, not 
only for estimating the total indebtedness of the Presidency, but also 
because there is a complaint in the country that as a result of indebtedness 
land changes hands nearly eveiy generation, and that tenancy ig increasing 
at the expense of ownership in many districts of the Presidency*. These 
are matters of the utmost importance from the point of view qf the 
Banking Enquiry, but the information we have gathered on the subject is 
quite insufficient. 


2. Nidhis axd Chits. 

7. These are two of the cliief indigenous financing agencies in the Pre- 
sidency, and both require careful scrutiny, as complaints have been 
repeatedly raised about their constitution and working. The nidhis, in 
particular, are an important financial agency in some of the southern dis- 
tricts and the many failmes that took place" in the last ten years, and the 
transformation of several of them into regular commercial banks, call for a- 
careful scrutiny of their constitution and functions; but this has not 
been done. The questionnaire contains no specific reference to them, 
and natmally there is little information about them in the written ew- 
dence. In my view, we have not gathered sufficient information about 
these institutions to make any specific recommendation, and, therefore, 
until such a detailed enquh’y is canded out, I shall not be in a position to 
assent to any c.m elusions or recommendations concerning their present 
position and future working. 


3. Marketing. 

8. It is ^ generally Imowm that the orderly marketing of commercial' 
crops in this Presidency is hampered in ma"ny ways, by middleman’s 
charges and by the money-lenders’ exactions. We have some indications 
of it here and there in our written evidence, but no systematic effort has 
been made to collect statistical information about this important subject, 
and further enquiry should be instituted if anv safe conclusions are need- 
ed. 


See written evidence of Mr. D. W. Dodwell. I.C.S., Mr. Giriappa', Mr. V. C. 
Eangaswami and others. 
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9. Our iufoiTuation on m&rlceting is particularly slender on the subject 
of cotton and tobacco. The Indian Central Cotton Committee carried 
out investigations at the Adoni area and came to the startling conclusion 
that cultivators are not under any obligation to sell to the lenders, and 
that they ‘are not hampered by their borrowings in the disposal of their 
kapas’. We know that this is not true of the Bellary area, and how such 
difference should exist (if indeed it dees) in the methods of marketing 
between Bellary and Adoni (within a distance of 40 miles) is a matter 
that calls for further enquiry. The information wr> have collected is not 
adequate. 

10. Similarly about the marketing of tobacco in Chirala. In the memo- 
randa submitted to the Committee by the Madras Central Urban Bank 
and by certain gc-nllomen of Guntur”, it is pointed nut that the tobacco- 
growers of Chirala market their tobacco on very urievourable terms owing 
to the monopolistic position of a certain tobacco-manufacturing company. 
Our attempts at getting information from the company proved futile, and 
although tihere is a paragraph about the subject in the report, I do not 
think that it fully brings out the facts of the case. This also requires 
further enquiry. 

11. Not only for the purposes of the Banking Enquiry, but from the 
point of view of the agricultural and industrial development of the 
country, the subjects above touched upon deserve to be carefully 
studied. The best agency for making such enquiries is a Board of Econo- 
mic Enquiry as suggested in Chapter I of the Eeport, and I recommend 
that such a Board may be set up witliont delay so that it may follow up 
the threads of the present enquiry and in order that the results of the 
further enquiry may be available before the Central Committee com- 
pletes their deliberations. 


II. — Eecommfkdatioxs . 

12. I agree with my colleagues in regard to most of the recommenda- 
tions, but I feel that I must go further th;in they on certain fundamental 
issues. 

The^ Ee-pi.scodxti'xg System. (Chapters Y, VIII, X axd XI.) 

13. The most important of them io in regard to the introduction of re- 
discount banking. The greatest defect cf onr banking machinery to-dav 
is the wide disparity between the Imoeriai Bank’s discount rate and the 
rate of interest at vdiieh the average merchant or farmer could borrow in 
this counti”^. To ^^^y mind, s. radical solution of this is needed, and that 
is only possfble by the deliberate adoption and encouragement of the 
re-discounting svstem. which I proceed to de.'^cribe in some detail below. 

14. The present methods of raising short term credits in India, whether 
in agriculture, trade, or industry, are , defective and cumbrous. For 
expenses dining cultivation or manufacture loans have to he raised on 
high rates of interest on the strength of promissory notes or mortgages. 

* Messr.'!. V. Venkata Punnayya (Banker and rice millowner and K. Sriramnlu 
President, Guntur District Board), See also Mr. N. G. Eanga’s written evddence. 
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■Even if the produce is ready for marketing, it is difficult to raise loans on 
the security of the produce as there are no independent warehouses. Sales 
-are generally effected on the ‘open’ account system, and, therefore, the 
seller has got to wait till the buyer is ready to pay up. The book 
account cannot be turned into liquid cash, and, therefore, money remains 
idle. Indeed ‘produce’ loans are available wherever the Imperial Bank 
or other joint .stock bank has wai'chousing accommodation, but the condi- 
tion that the goods must be kept in the bank’s godowns is regarded as 
infra dig by most merchants of standing. The merchants, therefore, have 
to rai.so their loans by buying hundis from hlultanis at high rates of in- 
terest or by borrowing on pro-note from the Imperial Bank. The 
•double signature required for pro-notes by the Imperial Bank is generally 
not convenient for Indian merchants, and they, therefore, prefer the hlultani 
shroff. The result is that adequate funds are not available, and whatever 
is got costs the borrower too dear. Such high costs and the high prices 
which they give rise to, prevent the expansion of business in the country. 
This is the fundamental defect of our financial machinery, and no advance 
is possible without remedying this. 

15. In all advanced countries, there are ample devices by which short 
term credits can be raised at low rates on securities vv'bich are of a liquid 
character. They use negotiable instruments like pro-notes, drafts and 
bills of exchange to obtain advances, and as tlrese instruments can be dis- 
counted and rc-discounted before they reach maturity, monetary re.'jources 
become mobile, and the price of money becomes reasonable. The funda- 
mental defect of India is not that there is not enough money, but that it 
is not properly manipulated as to make its flow clastic. A well-conducted 
system of discount banking is. theiefore, the proper solution for our diffi- 
culties. 

16. Except m Great Britain discount banking i, a recent growth. Even 
in the United States, where the system has lately become most developed 
in all its ramifications, there was a positive antipathy to discount banliing 
before 1914. There were many banks operating in the country, but they 
were not connected with the central money market., aud each bank 
depended upon local resources, and re-discounting of bills being limited, 
interest rates were as high as 10, 12 and 15 per cent, in some districts, 
while in towns much lower rates prevailed The Eederal Besen'e Bank 
Act of 1913 remedied this defect by providing a national discount system, 
winch enabled countrv banks to become members of the Federal Beserve 
.system and obtain abimdant re-discounlin.7 facilities. These benefits were 
extended not only to the merchant and the manuracturer, but also to the 
agricultural classes by enabling them to get their notes, drafts and Bills 
re-discounted at the T'ederal Eeserve Banks when accepted by a country 
bank, and by allowing such paper longer maturities (six and nine months) 
than enjoyed by commercial paper. 

IV. We have to develop on the same linos in India. Wo want a re- 
discounting system with a growing Dili market; in order to create such a 
system we must modify our methods of raising short term credit and 
systems of marketing. Borrowing is now tk.c bane of our financial machi- 
nery; it must be transformed into discounting, so far as all productive 
operations are concerned. Borrowing inevitably results in high rates of 
interest and high production costs; but discounting will enable bankers 
to advance more freely and at less risk as the security is a more fluid one. 



18. The simplest case is the short term self-liquidating transaction, 
hills of exchange, foreign or inland, representing a sale or other genuine 
commercial transaction. It may be a sight bill or a usance bill; but in 
either case it will liquidate itself automatically. When such a bill is 
accompanied by the bill of lading or/and railway receipts and is accepted 
by the drawer’s bank, it becomes a first-class negotiable instrument, and 
c.an be discounted and re-discounted according to the needs of the holder. 

19. Secondly, there is marketing credit. With a view to helping in 
the orderly marketing ot produce, whether raw or finished (i.e., agricul- 
tm’al or industrial), banks in most countries now advance on non-perish- 
able. readily marketable commodities properly stored in warehouses. Such 
paper (notes or dralts) when secured by documents evidencing owner- 
'Ship can be discounted with banks. The use of banker’s acceptances in 
the financing of marketing of industrial produce has been long known, 
Out it was only lately that agricultural produce was brought into the orbit 
mf the discounting system; and this has reached the highest development 
in the United States of America, where the Federal Eeserve Act makes 
special provision for the discounting of paper drawn for the purpose of 
orderly marketing; such paper may be created by any private individual 
and discounted at his bank, or if the person is a member of a co-operative 
society he could get the work done by the society. The Act has given 
special concession to co-operative marketing organizations in the matter 
by allowing them to draw paper of longer maturities than usual (i.e., six 
and nine montlis'. 

20. Indeed, banks in India now lend on produce, but as goods have 
got to be placed in their own godowns and are not generally liberated in 
instalments, many merchants and agriculturists do not resort to them as 
ireely as they might. Therefore, there is an urgent need for independent 
warehouses in this country at suitable centres so that the discounting 
s\stem may be extended to agricultural marketing. In the interior this 
may be done mainly through the co-operative loan and sale societies, pro- 
vided Government will make grants for the purpose. With produce in 
its godowns, the '’o-eperative sale society must be in a position to create 
a negotiable paper, which could be discounted by the Central Bank or 
even by commercial banks. In the larger towns, independent warehouses 
are to be constructed by other agencies. 

21. Could we go an> further than the marketing stage in the creation 
'of negotiable paper? In my opinion, we could, and we should. In the 
United States eligible paper, i.e., the bills, notes and drafts re-discount- 
able at the Federal Eeserve banks, Includf’ not only paper secured by 
documents of ^^nle or warehousing receipts, but also paper created for 
-productive purposes by agriculturists, i.e., for purchasing implements or 
raising crops or breeding animals; and for the special convenience of agri- 
culturists, longer maturities have been allowed for -such paper. Thereby 
financial resources of the country have been mobilized in such a manner 
as to serve the interests of not only commerce and industry but also of 
agiiculture. Indeed there are difficulties in creating such agricultural 
paper, due chiefly to agriculture’s dependence upon " monsoons and other 
natural forces and due also to the fluctuations of prices of raw products. 
Such difficulties hav< been experienc/od in the United States, but the 
thoroughness of oiganization characteri.sf ic of the Federal Eeserve system 
•has surmounted all such difficulties./ 
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’ 22. Indeed ’:Iie introduciaon of the discounting sv&tem into agrieultm-al 

finance in India is beset with even gi-eatcr difficulties, although many of 
them may be avoided b;^ proceeding through safe channels and by measured 
steps. Ccn.sidering the backward character of our agriculture, and the il- 
literacy, improvidence and unpunctuality of our farmers, I do not think that 
agricultural paper could be made acceptable to commercial banks, when 
offered by individual faimers as in the United States of America, but I 
do maintain that agricultural paper accepted by the co-operative primary 
society and the central bank should bo eligible for being discounted to a 
limited extent at branches of the Imperial Bank or other joint stock banks. 
At any rate, when the Eeserve Bank is founded, such paper must be readily 
re-disecuntable by its branches within a prescribed maximum limit. There 
is nothing very revolutionary about this suggestion. Already the Imperial 
Banlv has allowed the co-operative central banks to create an overdraft 
account on the strength of the notes of the members of primary societies. 
That privilege is now being withdrawn, not because this has resulted in any 
loss, but because of other reasons. When a Eeserve Bank is created, as I 
hope it will be, a certain proportion of its funds may be set apart for re- 
discounting agricultural paper proceeding from primary societies and accept- 
ed by the central banks. One condition of such facilities being extended to 
agriculturists is that (he crops should be hypothecated by those who avail 
tliemselves of such credit, and godown facilities should be provided for- 
keeping produce when delivered. 

23. In the case of agriculturists, whose farming business is proceeding 
on business-like lines, and who, by their stability and standing, deserve- 
easier credit facilities, I do not see why the commercial banks should not 
go a step fui'ther and accept their notes on condition that their crops are 
hypothecated to them. But great caution is necessary in this matter, and 
perhaps it would be best to commence this after a fair degree of success has 
been achieved in the discounting of co-operative paper. If any steps are 
to be taken in this direction, I recommend that it may be on the lines of 
the Agriculturists Credits Act (1928) of England. 

24. In India to-day bills are used more in foreign trade than in inland, 
and that is because discounting facilities are more abundant in the 
former than in the latter. The transmitta.uce hundi is popular enough 
and has always been known, but the great majority of hundis are finance 
bills which have no specific commercial transaction behind them. The 
proper trade bill must be erpated by giving all possible facilities for their 
discounting. The duties on Iplls must be reduced, and the use of bilingual 
bills allowed. The standardisation of hundi forms is also necessary as 
stated in Chapier .X of the Eeport. A concentrated effort must be made 
for the education of our businessmen in the use of bills. 

25. There is no reason to thinlv that this is too advanced a step fory 
India. Until the introduction of the Eederal Eeserve system (1913) in 
the United States, the country bankers looked with suspicion upon re- 
discounting system. They regarded it as “a sign of wealmess, as a flag 
of distress, and would not resort to it except as a last resort”. Yet. 
W.hen the Federal Eeserve system came in, the country banks 
threw away then’ suspicion and availed themselves of re-discounting faci- 
lities, and the result is unprecedented mobility of credit and an unparal- 
leled expansion of trade and business. 

i ' 
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26. If such facilities for short term credit arc to be availed of by the 
Indian merchants and agriculturists, they must mend their ways. The 
morchants must adopt more systematic modes of business, and the farmer 
must improve his metliods of cultivation and keep regular accounts of his 
costs and receipts. A more reliable supj)ly of water is also a prime neces- 
sit\, which calls for organized effort in the matter of irrigation. Without 
improring our methods substantially', it will not be possible to make the 
radical change in the methods of obtaining credits sketched above, how- 
ever clearly we might perceive the superiority of the credit methods in 
use elsewhere. Hence the importance of carrying through a carefully 
devised developmental policy as a preliminary to the introduction of 
improvements in the financial machinery of agriculture. 

Agricultural Methods (Ce artier V). 

27. Our traditional methods of agricultural production arc not calculat- 
ed to increase Lhe standard of living of the ryot. Our agricultural methods 
must be so modified as to maximise the quantity and value of the croxts 
raised and thus put more money into the hands of the ryot. As klr. G. 
E. Hilson, the Director of Agriculture, points out in his memorandum to 
the Committee, one fundamental defect in the system of cultivation in the 
Presidency' is the inordinate value attached to swamp paddy’ cultivation. 
As a rule ‘garden’ crops ure more profitable than paddy, and it Has the 
additional advantage that the land need not be continually under water. 
The popular view -which looks with suspicion upon the substitution of 
food grains for ‘money’ crops is not based on any proper understanding of 
the true economic interests of the country. There are parts of the country 
where paddy Is the most economical crop; but to turn land which would 
yield a better retuiT-i under a commercial crop into paddy land by expensive 
iiTigation projects is not calculated to enhance the prosperity of the 
country, nor improve the financial position of the ryots. The raising of 
commercial crops mus! be positively encouraged, and irrigation projects 
should he directed to such purposes also. 

28. Holdings. — An ‘economic’ holding is the prime essential for profit- 
able tilhng. Where holdings are minutely sub-divided and fragmented 
into bits, there cannot be any incentive to intensive cultm’e. That sub- 
division is a grave evil in the Presidency and that the majority of holdings 
have become ‘uneconomic’ is clear from the figures quoted in paragraph 31 
of the Eeport. The accompanying tendency to fragmentation is also a 
gi'eat hindrance to profitable cultivation. In paragraphs 32 — 35 of the 
Peport it is maintained that fragmentation is not a serious evil in this 
Presidency. Opinions differ on this poin'i', and as no systematic enquiry 
has been carried out throughout the Presidency we are not in possession 
of adequate data to form a judgment in the matter. At the suggestion 
of Dr. Slater, University Professor of Economies, the Madras Board of 
Pievenue made an enquiry in 1919 and although the Board thought it 
impracticable to interfere, they did not deny that fragmentation was in- 
creasing in the Presidency. It may bo conceded that this evil is not so 
pronounced in Madras as in certain other provinces in India; nevertheless 
it seems to be neeessarv to enquu'e into the extent and incidence ‘of frag- 
mentation in the Presidency and devise proper remedies to combat it. 
It might also he useful to enact legislation for making holdings impartible 
beyond a certain minimum size. 



Marketixg aed Co-operation. (Chapters VIII and XI.) 

29. The re-discouriting system sketched above supposes a more systerfl.- 
atic marketing machinery than is now cxistiog h the country. Marketing 
is the crux of the problem. At present marketing i.s carried on by a chain 
of middlemen, and tlu^ links in the chain are advances at high rates of in- 
terest. The ryot bon-ows from the local sowcar- shopkeeper who in turn 
borrows from the dallal in the town, and the dollnl generally raises his capi- 
tal from Marwaris and other money-lenders. I’lie ryot and perhaps the local 
shoplceeper lose also by false weighment, by heavy commissions and by 
the forced sale of produce in a congested market.. This system of financing 
marketing operations must be replaced by a system, of short term credits 
which will keep money more mobile, bring down the rate of interest and 
enable the owmer of the produce to market at the most auspicious time 
and at the highest available prices. This is only possible by the creation 
and discounting of negotiable paper at every si age of the transaction as 
sketched in the previous section. 

30. A proper co-ordination of credit supply with marketing is the shic 
qua non for such improvement. The sowcar knows the need for such co- 
ordination, and the exporting fii-ms know it too, but ihe co-operative move- 
ment has only recently come to realize that unless marketing is controlled, 
the ryot will have to sell his produce at a loss, and the loans made to him 
by tile co-operativ.5 society may not always be readily repaid. This re- 
cognition has resulted in the opening of co-eperative loan and sale socie- 
ties, but they have not yet got the necessary equipment (i.c., godowns. 
trade connexions, trained businessmen, etc.) to function well, nor is 
their ivork properly co-ordinated with that of tlic ci'cdit societies. All 
this must be radically changed. All short term loans must be the first 
charge on the crops, and where there are co-operative godown facilities, 
the produce must bo delivered to the c( -oj-erntive sale society to be pre- 
pared for the market and sold in the pio].er manner. 

31. The credit society must also supervise the utilization of its loans, 
supply the necessary expert knowledge for efficient production, and insist 
upon the ryot keeping regular accounts of his receipts and outgoings. If 
all this can be done — and it is only a matter of time and organization — 
agricultural paper will become readily discountable, and the rigidity which 
now characterizes agricultm’al finance will be diminished. The co-opera- 
tive society first appeared on the scene as a lending institution, and this 
w'as the fundamental defect wdiich resulted in overdues and irregularities. 
If the_ movement is to succeed, it must place marketing and thrift on a 
par wdth credit supply. This is our greatest, need to-day. 

32. The sale society must work as a regular business concern with 
the salaried assistance of trained businessmen, and must have expert guid- 
ance in regard to the preparation of the produce for marketing, i.c., clean- 
ing, curing, drying, decorticating, grading and so forth. The societv 
should raise credits with commercial banks on the strength of ■warehouse 
receipts and should market the produce by^ instalments in order to avoid 
the evils of a congested market. 

38.^ Ha'ving e.stablished sale societies at suitahlo centres and having 
co-ordmated their work vnth. that of the credit societies, wm must federate 
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them in each economic region hy forming centra] selling organizations, 
which Avill negotiate with buyers for the sale of produce. This may lead 
to a suitable system of pooling as in the fTnited States of America and 
Canada. It requires intelligent organization and efficient management 
tvhieh can only develop gradually in a country like ours which has been 
long accustomed to get such work done for it by others. 

34. Pooling may take time to develop, and it is not practical in all 
lines of produce, but the provision of regulated markets should give our ‘ 
producers considerable relief for the present. Organized markets will 
result in fair dealings between the sellers and buyers; the full competitive 
price will be available to all; cheating in weighment could be avoided, 
and the vexatious mamuls may be done away with. 

35. Even where the big exporting Iffims operate, there are various in- 
conveniences felt by the producers and merchants dealing with them. They 
often give crop loans on the stipulation that produce is delivered to them. 
With the purest intentions in the world, this system may not always work 
to the best advantage of the seller. The actual sale is not always effected 
in the presence of the seller, and opportunities are not always available 
to him for satisfying himself that his produce had obtained the ‘top’ prices 
for that gi'ade of produce. In every ivay a si stem of regulated market 
where produce is sold by periodic auctions and whose operations will be 
controlled by a Board on which producers will be represented, will be a 
great improvement, on the present system. The Eoyal Commission on 
Agriculture has .strongly recommended the establishment of such markets. 
The matter was taken up by the Madras Provincial Cotton Committee, 
and as a result a Bill is now before the local Legislative Council. Many 
such markets are necessary in the Presidency for cotton, oil-seeds, tobacco, 
hides and skins, tea, coffee, copra and rubber. India to-day is one of 
the principal exporters of tanned hides and skins, and Madras is respon- 
sible for the bulk of the Indian produce, and yet we have no local market 
for this important produce, and the exportation of it abroad is attended 
with many difficulties connected with finance. A hides and skins market 
in kladras is, therefore, an urgent need. Similarly, a market for 
tea, coffee, copia and rabber is needed at Cochin which may thereby 
come to compete with Colombo as a centre for estate produce. Serious 
difficulties are now felt by producers, especially by the smaller estate 
owners, in the marketing of their produce. The European tea and coffee 
planters ■whom the Committee consulted on the matter agreed that a 
market at Cochin is a very promising idea. 

36. Marketing surveys. — ^It is of the greatest importance that surveys 
should be made of market conditions in the Presidency. As the Boyal 
Commission on Agriculture has put it “the collecticn and study of exact 
miormation on the question must necessarily precede the fortnation of 
on effective policy for the improvement of marketing’’. (P.-408). To 
carry out such ^jurveys, persons trained in economic enquiries are needed, 
and," therefore, the Commission recommends that the Universities and 
bodies like the Puipab Board of Economic Enquiry must collaboi’ate in 
the matter. 

37. In chapter XT of the present Eeport (paragraphs 209-10), it is 
stated that the co-operative institutes might carry out such surveys. These 
institutes are primarily schools for the training of co-operative hands, and 
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inany of theiv teachers may not have the time and the training needed for 
such" investigations. In any case, isolated efforts by these institutes are 
not likely to° be of much avail, but if the3 '^'crk: under the direction of a 
central authority like the Board of Economic Enquiry suggested in chap- 
ter I, they can be made useful local agencies for the collection of informa- 
tion and the chssemination of enacting intelligence. 

38. The collection of information is nob sufficient ; it must only be a 
preliminary step to practical woi’k. The Board must aim at providing 
advice to the agriculturist by studying woild market conditions _ and mak- 
ing seasonal forecasts. It must publish ‘outlook’, reports every six months, 
and ‘readjustment’ studies enabling ‘sick’ areas to readjust production to 
the needs of the market must also be carried out. In short, it must be 
like a laboratory or obserr atorj , and must do all iihe v ork done by the 
Bureau of Agricultural Economics maintained by the Ministry of Agricul- 
ture in the United States. 

39. Industrial banking. — In paragraph 257, there is a statement as fol- 
lows : — “There is no industrial bank at present, and there does not appear 
to be any likelihood of one being formed in the near future.’’ I disagree 
with my colleagues on this iioint. 

40. If there is need for industrial banks to grant long term loans to 
industries — as I think there is — it is cert«ain that they will not grow spon- 
taneously. In Germany and Japan, where such banks exist, they were 
the result of active State help. There seems to be need for an industrial 
bank in Soutn India at the present time, and I recommend that it may be 
started under State supeiwision and control. It might be possible to 
harness the nidhis to industrial investment, bub the matter requires fur- 
ther consideration. 


Ebgulatiox of Bankjxg (Chaptee XV). 

41. It appears to me that the Indian Companies Act is not adequate 
to control the operations of joint stock banks nor does it sufficiently safe- 
guard the intere.sts of the public that deposit and deal with them. 

42, lYo have not made any detailed enquiry into the financial position 
and stability of joint stock banks in the Presidency; yet we have enough 
evidence to indicate that the smaller of them have more or less neglected 
to build up adequate resen-e heads in their anxiety to declare good divi- 
dends, and that the proportion of cash and securities held against demand 
liabilities is generally inadequate to protect them and their depositors 
against possible run. The Indian Companies Act makes no provision for 
such requirements ; nor has the Pegistrar of Joint Stock Companies who 
administers the Act adequate powers to scrutinize the stability of banks. 
Indeed there is provision for audit, but tb.e kind of audit that is now 
insisted on is not sufficient to safeguard the mtcrest.s of the shareholder 
.and the depositor. I regard this state of things with some concern. In 
a coantrv like India wdiere the joint stock system of banking has not 
yet talcen firm root, and where the public "aro not vet sWciently, 
experienced in the technique of banking as to semtinize a balance 
sh“et, it is incumbent on Government to act as guardians of the 
public and legislate for the regulation of banking. Even in countries 
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like the I'nited States of America and Canada where banking has develop- 
ed considerably, special enactments exist to regulate banking. It is pos- 
sible to provide for this in the Indian Companies' Act, but as there are 
banking concerns other than joint stock to be regulated, and as it is pro- 
posed to bring them also within the banking mechanism of the country, 
it might api^ear preferable to have a separate enactment. I recommend 
that those nidhis which deal with non-members must also be brought 
within the pale of the new enactment, as they stand in need of regulation 
.as much as the regular joint stock banks. 

43. The new Act must also insist on banks restricting themselves to 
vi^hat is properly considered banking business. Loans should not be 
granted by a bank on the secmity of its own shares. The rights and 
obligations of bank directors must be defined by law. A definite relation 
may be prescribed beween subscribed and paid-up capital and a minimum 
paid-up capital must be insisted upon before a bank commences opera- 
tions. Such minimum must vary according to the nature of business 
and the field of operations of the new concern. There must be clear-cut 
rules about the building up of the reserve fund, and the form and manner 
in which liquid assets should be maintained. Audit must be more in- 
dependent than it is at present, and although I would not suggest that 
Government should directlj^ undertake it, I recommend that until a society 
of qualified auditors arises, the Provincial Government might be empowered 
to prescribe rules for the proper auditing of bank accounts. 

44. Banldng cdvcatioji . — The facilities available for banking education 
in the Presidency are not adequate. Bunking and currency is a special 
•subject for the B. A. Honours Course in the University, and the subject 
comes to a certain extent into the B. A. Pass Course as well; but these 
■courses are not adequate to give specialized training in advanced banldng, 
theory and practice. The proper degree course in which such a training 
could be given is the B. Com. Such a degi’ee has been recently instituted 
in the University, but no provision has been made for preparing students 
for the degree. In these circumstances I recommend that a college of 
•commerce be instituted in Madras by. the joint efforts of Government 
and the University. 


P. J. THOMAS. 


29th April 1930. 
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No. 43. 

Statement by Sir Basil Biaekett, K.C.B.j K.C.S.I., Late Finance Member of the 

Government of India. 

The acceptance credit, and its application to trade in India. 

In the face of world competition India cannot afford to overlook any- 
improved method of handling her annual production of crores worth of agri- 
cultural and other commodities, most of which at one time or another are carried 
on credit. India already makes use of the sterling acceptance credit, can she 
use the rupee acceptance credit ? There is a well-established market in 
Calcutta in the unaccepted sterling bill. But the drawing of bills in rupees on 
first-class houses has not been developed and the present market in the hundi 
or rupee bill or promissory note is very restricted. 

The expansion in the volume of “ Acceptances given on account of 
Customers ” disclosed by the balance sheets of banks in London and New York 
affords an indication of the increasing advantage taken of this method of 
finance in the two principal money markets of the world. In America, which 
for years had lagged behind Europe in adopting the acceptance, an enormous 
growth in their use has been witnessed in recent years, and especially since the 
Federal Reserve Act came into force. The obtaining of the “ trade accept- 
ance ” in connection -svith goods sold is canvassed by the salesmen of the 
wholesale houses almost as rigorousl5>- as the sale of the commodities themselves. 
The “ trade acceptance ” has attained such an advanced state of develop- 
ment that it is now operative between the retailer and his customer, and is 
effective in reducing to a minimum the amount of frozen capital in a business, 
and in rendering “ all good accoimts ” the equivalent of cash in the bank. 

In London several kinds of bills (acceptances) are dealt m. The two main 
classes are the Prime Bank Bill and the Trade Bill. The former is accepted 
by a iDank or a merchant banker for a third party, while the latter is accepted 
by the actual buyer of the goods. The foundation of the English acceptance 
market is the bill drawn on, and accepted by a banker, or Acceptance House, 
the underlying transaction repre.senting a movement of merchandise for which 
the bill serves to provide the finance. If the acceptor’s name is a “ prime ” 
one, such a bill wnll command the freest market and the lowest rate of dis- 
count. The law^s governing the handbng of these matters by the banks are 
not strict, but the customs are rigid, and the banks adhere implicitly to the 
principles indicated by the Bank of England in its policy of control, along the 
lines of which a similar control has been formulated and is exercised by the 
Federal Reserve Board in America. The Bank of England does not buy 
acceptances if payable out of the country, and all biUs pmchased must bear 
one approved British name beside that of the British acceptor. 

In Great Britain, and to a lesser extent in Germany, the bankers’ accept- 
ance, or bill accepted by a bank, is the most sought after and used form of 
closing credit. In France the individual firm’s acceptance, or trade accept- 
ance, is the one in most common use. These acceptances must bear three 
names, of -whom two must be residents of France, of good financial standing, 
to be discoimtable at any of the five hundred odd branches of the Bank of 
France. Private banks buy two name acceptances freely, and by endorsing 
them can re-discount them at -the Bank of France in a similar manner to 
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re-discounb of trade acceptances in the United States by member banks with 
Federal Efeserve banks. Private banks’ charges fOr acceptance vary round 
one -quarter of 1 per cent, for three months. 

Before the Avar Germany developed to a high degree the acceptance prin- 
ciple in settlement of her trade obligations, botli domestic and foreign. The 
trade bill, or “ Wechsel,” is in use in practically all domestic settlements 
between buyers and sellers, in which a banker does not intervene to make a 
bankers’ acceptance, and the buyer takes the debt very seriously, for under 
certain conditions he is liable to imprisonment for not living up to his accept- 
ance obligations. The chief actiAuty of the Reichbank AA^as discounting these 
trade bills, and a very active and free market is maintained at all times for all 
classes of good acceptances. 

The procedure of practically all commercial nations resembles that obtain^ 
ing in Great Britain, Prance or Germany, and may be described by saying, 
“ they are on an acceptance basis”. In each country slight modifications of 
plan, method or detail have arisen to meet the requirements of people and 
trade. In the U. S. A. the Federal Reserve Board has formulated its procedure 
as follows : — 

Definition. — A Bankers’ Acceptance, AAuthin the meaning of this regula- 
tion, is a bill of exchange of AA’-hich the Acceptor is a Bank or 
Trust Company, or a firm, person, Company, or corporation en- 
gaged in the business of granting Bankers’ acceptance credits. 

Eligibility. — To be eligible for purchase, the bill, which must have a 
maturity at time of purchase of not more than three months, 
exclusiA’’e of days of grace, must haA’-e been draAvn under a credit 
opened for the purpose of conducting, or settling accounts I'csult 
ing from a transaction, or transactions involving ; — 

(1) The shipment of goods betAveen the United States and any foreign 

countrj’-, or betAveen the United States and any of its depen- 
dencies or insular possessions, or betAA'cen foreign countries, or, 

(2) The shipment of goods Anthinthe United States, proAuded the bill 

at the time of its acceptance is accompanied bj' .shipxnng docu- 
ments, or, 

(3) The storage AAdthin the United States of readily marketable goods, 

provided the acceptor of the bill is seevrred by Avarchouse, 
terminal, or other similar receipt, or, 

(4) The storage Avithin the United States of goods AA^hich have actuai’-y 

been sold, proAdded the acceptor of the bill is secured by the 
pledge of such goods, or it must be a bill draAAm by a banker or 
bank in a foreign country or dependency or insular possession 
of the Uirited States for the purj)Ose of furnishing dollar ex- 
change. 

Evidence of eligibility. — A Federal Reserve Bank must be satisfied either 
by reference to the acceptance itself, or by evidence produced 
by the acceptor that it is eligible for pm’chase. 

Statements. — Bankers’ acceptances, other than those accepted or in- 
dorsed by member banks, shall be eligible for pirrchase only after 
the acceptor has furnished a satisfactory statement of financial 
condition in form to be approved by the Federal Reserve Board 
and has agreed in Avriting Avith a Federal Reserve Bank to inform 
it upon request concerning the transactions underlying such 
acceptances. 


2 E 2 
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The Federal Reserve Board, exercising its statutory right to regulate the 
purchase of bills of exchange and acceptances, has further determined that a 
bill of exchange or acceptance, to be eligible for purchase by Federal Reserve 
banks must comply vuth the follovong conditions : — 

(a) Must not have been issued for carrying or trading ^vith stocks, 
bonds, or other investment socmities, except bonds and notes of 
the Government of the United States. 

(d) Must not be a bill the proceeds of which have been used or are to be 
used for permanent or fixed investments of any Idnd, such as 
land, building, or machinery, or for investments of a purely 
speculative character. 

(c) Must have been accepted by the drawee prior to purchase by a 

Federal Reserve bank unless it is accompanied by shipping docu- 
ments, or by a warehouse, terminal or other similar receipt 
conveying security title. 

(d) May be secured by the pledge of goods or collateral. 

The Federal Reserve Act stipulates that a bill to be eligible for purchase in 
the open market by a Federal Reserve bank must be based directly or indirect- 
ly upon a bona fide merchandise transaction involving either domestic or foreign 
trade, and must also be limited in usance. A foreign draft to be eligible is 
not permitted to run more than 180 days, the period having been increased 
from 90 days, which remains the maximum usance of eligible domestic accept- 
ances. Those acceptances created by an import or export shipment are foreign 
bills, and those arising from internal shipments are domestic. In addition, 
there are limitations placed upon tfic amount of acceptances wliich member 
banks may have in the market. 

The London market is free from such control, and consequently can 
absorb acceptances regardless of their tenor or the reason of their existence. 
The volume of bills which one bank can have in the market is limited only 
by the opinion of the maiLet itself, since if the supplj’- of paper bearing any 
particular name is considered excessive, buj’ers will discriminate against such 
bills when discounting them. 

The manner in which an acceptance credit works may be shortly des- 
cribed as follows If a banker has pledged liimself to honour acceptance credit 
di’afts upon presentation, the draAver of the bills knows that he aauU have no 
difficulty in ffisposing of them in the discount market after acceptance. They 
may be sold directly to the bank opening the credit, or may be offered for sale 
to another bank or to a discount company. In any event, the actual funds 
Avhich are received come from an outside soiu’ce, that is, the holder \i'ho has 
piu’chased the paper in the open market, instead of such finance being the 
subject of individual arrangement between the merchant and his oaati particular 
banker. 

For the sake of example, let us assume that Rs. 1,00,000 in drafts at 90 
days’ sight are draAvir under one of these credits, and that the drawer sells 
them in the discount market at a 4 per cent, discount rate, thus seeming cash 
in the amount of Rs, 99,000. One day prior to the due date he must give the 
accepting banker his cheque for Rs. 1.00,000 plus probably ^ per cent, com- 
mission. amounting to Rs. 250, or for a total sum of Rs. 1,250 more than ho 
received at the time of discount almost three months earlier. The difference 
TjS the merchant’s cost for the financial assistance rendered him, and is equiva- 
ent to a flat expense of IJ per cent, or 5 per cent, on a per annum basis 
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If this is more than some other form of borrowing costs him, he naturally adopts 
the less expensive method. ■ Knowing the prevailing rates of discount for the 
different kinds of accommodation and the commission charged by the banker, 
he vdll have no difficulty in calculating which is the cheaper method of obtain- 
ing his finance. 

There are times when the exporter has to store merchandise destined to 
'foreign buyers while awaiting an opportunity to ship it abroad. It is not to 
his advantage to be forced to bear the financial burden involved in the invest- 
ment of his capital in such material, for, to the extent that he must do so, the 
volume of his business is restricted. He accordingly approaches his banker 
with the request that an acceptance credit bo established in his favour which 
will permit him to complete his shipping arrangements and subsequently effect 
clearance of the goods from the country. The banker considers the matter 
in the same light as an application from an importer and accommodates his 
constituent on terms commensurate with his credit standing, the nature of 
goods, etc. The exporter who is highly regarded as a credit risk wiU be a(ble to 
get' what ho requires on an unsecured basis, even though the material has 
not been purchased by importers overseas but is held in warehouse awaiting 
the receipt of orders from foreign customers. Others will find that their 
bankers require security in the form of warehouse receipts evidencing the stor- 
age of goo^ and vesting in the banker the control of the goods in question, 
while others, in addition to fulfilling the above requirements, will be asked to 
furnish their bankers with satisfactory evidence that the merchandise is 
actually sold to purchasers abroad. It should be added that bills involving 
renewal, e.g., for carrying commodities in store for long periods, are not 
favourably regarded. 

If a specific shipment involves an amount of Es. 1,00,000 worth of cotton, 
the prospective shipper, having secured an acceptance credit, draws for that 
sum. During the Ufe of the draft he is able to send the goods forward, and 
consequently he is in a position to draw an export draft on his customer and 
offer it for sale to his banker. The proceeds of the sale of the export draft are 
utilized to liquidate his obligation to provide funds at the matmity of the 
rupee draft to which the banker has given his acceptance under the credit. In 
some cases the credits may be for the full amount, but the general practice is 
to require margin on the local sales price. 

Could not the above principles be made to serve in providing the finance 
of the cotton crop from India, which requires extensive accommodation during 
the entire season, pending such actual time as shipments are made and sterling 
or other foreign cmrency sold to the exchange bank ? The system in vogue 
at present necessitates the budgeting of finance well in advance of the season, 
and the merchant must often contract to use a stipulated amount of accom- 
modation by way of cash credit at a high average rate of interest throughout 
the period, with the added condition that interest will be charged on at least 
haK the maximum amount of the loan, whether fully availed of or not. The 
inelasticity of this system must be felt as a hardship by the cotton exporting 
community. It is rather as if a Water Board, fearing a draught next summer 
and a consequent heavy demand for water, were to announce in November 
that it would supply water henceforth only to those householders who were 
prepared to contract in advance for large supplies on condition that at least 
haK the stipulated amoxmt would be paid for, whether consumed or not. 

The smaller merchant, like the householder occupying premises for a limit- 
ed period, requires facihties which will enable him to obtain his requirements in 
such quantities and at such times as he actually needs tliem, and the accept- 
ance credit would permit of his finance being obtained on these terms, all that 



454 


is necessary being the means for the disposal of the acceptance after issue by 
the bank. But, as with every other commodity, the commodity itself must 
first appear, and a market for it mil follow as a natural consequence. If the 
prospect of business once appeared, the establishment of one or more accept- 
ance houses would not be long delayed. 

The acceptance credit can be readily adapted to other export commodities. 
It can also be made to assist the imx 30 rter. Many an importer finds that con- 
ditions arise in domestic trade which make it absolutely impossible for him to 
turn liis imported purchases of merchandise immediately into cash. He must, 
however, pay the foreign exporter in accordance with the terms of sale, or meet 
the import drafts when they fall due, in spite of jiroblems 'which may arise in 
connection with the sale of the goods. An importer faced with a .situation such 
as this ■will find an acceptance credit of the greatest value to him. After 
arrangement -vvdth his banker, he a^uU draAV his drafts under the clean credit, 
discount them in the market, and utilize the proceeds to meet the original 
import drafts. It may be, and generally, is, necessary for him to use a portion 
of his ovn capital in -the o^Deration, for here again a margin is required by the 
banker. Thus far the merchant has merely exchanged an old debt for a new 
one. The respite granted him through the medium of the acceptance credit 
draft .should, hoAAnver, enable him to sell the merchandise and put himself 
in a position to meet the bank draft at maturity. Or he may be granted 
another acceptance credit for a lower amount by Avay of a partial renewal for a 
'further period of three months, though, as already stated, renewal bills are not 
generally regarded with favour. 
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r f 

Statement of eviclence submitted by Mr. P. E. Dinshaw. 

Q. 1. It has been suggested that for the financing of industry for pur- 
poses of additional block or extension, or for taking over a period of losses 
common to the trade as a whole and through world causes, debenture 
issues are the best form. Please give your views on this subject. 

A. I am unable to say to this question. In my opinion 

it entirely depends on the special circumstances of each company how 
the cost of an extension or the amount required for tiding over a period 
of losses should be met. If a company owns both its fixed and liquid 
capital (by the latter of which I mean reasonable working capital), I see 
no objection to a third of its fixed capital being in the form of debentures. 
In times of great stress perhaps this rule may be relaxed, and the maxi- 
mum amount of debentures may be increased to one-third of the entire 
capital, both fixed and circulating, which is intact and represented by good 
assets. If State aid is necessary to issue debentures under the above 
conditions and to the above extent, I am respectfully of opinion that it 
ought to be forthcoming. 

Q. 2. What period would you suggest for such debentures, c.g., five 
years or ten years, and what method would you provide for repayment? 

A. The jjeriod of the debentures may be anything from 5 to 10 years 
to meet the requirements of each individual case. There ought to be a 
•sinking fund to pay ofi the debentures, and a part of the annual pro- 
fits ought to be expressly ear-marked for service of the sinking fund. 
A short term debenture loan and a sinking fund are not attractive feaures 
w’hen the security is good and vice versa, 

Q. 3. What should be a reasonable proportion of the value of 1st 
debentures to the block value? Should not the market value of the block 
be taken into account for the safety of debenture holders? 

A. The total issue of the debentures should mot exceed one-third of the 
value of the block, such value to be equal to replacement cost less de- 
preciation and an additional eum for the risks of obsolescence where the 
usual depreciation is not sufficient for this purpose. Where the market 
value of the plant is less than the figure arrived at by this method, and 
this happens often, the debenture issue should not exceed one-third of 
the market value. Where a company has to depend entirely on borrow- 
ed money for its working capital, even the above rule may not be safe. . 

Q. 4. It is said that debenture issues are not popular in Bombay as 
they are in Calcutta, Would yoiU kindly say if this is a fact, and if so, 
what the reasons are for this difference as between Bombay and Calcutta? 

A. I am not aware that debentures are not as popular in Bombay as 
in Calcutta. Some English capital is invested in Calcutta in deben- 
tures at a low rate of interest. This may be explained by the fact that 
the security was considered very safe and the investment was made at 
a time when the rate of interest was low. Subject to this, and sub- 
ject to the fact that debentures of a prosperous undertaking may now-a- 
days be more readily available in Calcutta than in Bombay, I do not 
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agree that debentures are less popular here than in Calcutta.’ Deben- 
tures charged on good undertakings command a very good_ price here. 
When there is a very large issue of debentures, the underwriters may be 
left with a large percentage of them on their hands, but this is only tem- 
porary, and in course of time they are all absorbed (without any loss to 
the underwriters) and quoted in the market here at a price which shows 
good appraisement on the part of the investors of the value of the security 
and its terms. I admit debentures of cotton mills in Bombay are , not 
popular, but this is entirely due to the low state to which the industry 
has fallen. My own opinion is until the proserity of Bombay waned, 
debentures were more current here than in Calcutta. I have known of 
Calcutta ventures getting their debenture capital subscribed in Bombay, but 
not vice versa. , 

, Q. 5. It is said that debenture issues are not popular in India. Is 
there anything, which militates against their popularity? Do you thinlr 
the initial and transfer charges and the stamp duty have anything to do 
wdth that? 

A. I have not sufficient experience of India generally to answer this 
question. The stamp duty on debentures and transfers of debentures has 
become veiy onerous, and this certainly affects their ready negotiability. 
The stamp duty on a debenture transferable by endorsement or by a 
separate instrument of transfer is f per cent. On each transfer there is 
an additional duty of f per cent. In the case of bearer debentures, there 
is in the first instance a duty of li per cent. Formerly, bearer deben- 
tures were not popular on account of the risk of loss, but now they are 
getting more in vogue as there is no additional duty to be paid on each 
transfer. . , 

Q. 6. Do you thinlc the establishment of holding companies or invest- 
ment trusts is feasible in India? Has such a thing been attempted? 
Could these be established without any form of assistance from Govern- 
ment? Could banks play any part in this matter? 

A. I see no reason why investment companies should not be as suc- 
cessful in India as in other parts of the world. Judging by the course 
of events on the Bombay Stock Exchange, I should say they would be 
very successful. Shares and stocks are often quoted at much higher or 
lower prices than the intrinsic value of the scrip, and the prospects of 
the trade or industry justify. There are constant bull and bear raids,, 
and these affect not only speculative securities but others which do not 
fall in that category. The operations of sound investment companies 
will have a steadying and beneficial effect. To inexperienced or small in- 
vestors they wall prove a boon. There are a few private invest- 
ment companies in India, but I am not aware of any large public com- 
pany. The management of such companies must be in the hands of 
experienced and cautious men who must also be men of great probity 
and command the confidence of the public. In collaboration with in- 
vestment companies outside British India the idea of floating a public 
investment company in India has been more than once considered and 
the only objection that has weighed with the would-be promoters has been 
that under the Indian law an investment company will be paying two 
super-taxes. For the encouragement of investment companies I respect- 
fully submit that the law should be altered so that they at least may not 
have to pay a super -tax. Since the Indian public may not generally be 
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familiar with the advantages of an investment company, I beg to suggest 
that one should be floated imder the supervision of Government. If 
necessary, a part of the capital of the company may be also subscribed 
by the State. The board of directors should be carefully selected; it may 
include an officer of the State, one of the Managing Governors of the Im- 
perial Bank, and some business men of outstanding abihty and integrity. 
The constitution should include carefully considered rules as to the in- 
vestments to be made and the limits for each class of investments. The 
expenses of the company must not exceed the very small 
percentage on the capital and reserves within which invest- 
ment companies in other parts of the world have to work. There is no 
reason why before now an investment company on sound lines should not 
have been floated and become a success. Since, however, this is so, if 
tlie State were to take the initiative in the matter or help those who are 
prepared to take the initiative, a g^^eat step in advance will have been 
taken. The present is the most favourable time for forming an invest- 
ment trust. I do not think any banks should be asked to participate in 
the scheme. 

Q. 7. Would you consider these institutions better than an Industrial 
Bank? If an Industrial Bank were established for each province, what 
precautions would you indicate in its working with reference to — 

(i) the industries, to which a loan can be given, 

(ii) the security, against which the loan can be given, 

(iii) the amount of loan and the margin, 

(iv) the nature of the control, supervision or interference with the 

industry, to which the loan has been given by the bank. 

I do not think there is any comparison between an investment 
company (by which I mean what is strictly an investment trust) and 
an industrial bank. Each in its own sphere can do very useful work for 
the community, but their functions are entirely separate. The diffi- 
culties of running an industrial bank successfully are many. In my 
opinion, men count for more than money in such an enterprise, and it is 
difficult to get together a trained and efficient staff. The head man must 
possess qualifications and experience which are not generally to be found*.- 
Much reliance cannot be placed on the advice of experts. The best of 
them leave out some consideration or other which upsets their conclu- 
sion. My submission is that only one bank should be started in the first 
instance by way of an experiment, and when that is successful 
or experience has been gained and there is a nucleus 
of good organization, the question of establishing other banks should be 
taken up. I am unable to answer generally queries (i), (ii) and (iii). As 
to (iv), I would say that the bank must be in very close touch with the 
industry, the closer the better, and it should not be objected if it claims 
all the rights of a partner without the liabilities. 

Q. 8. Could such an Industrial Bank come into existence without 
Government assistance? It has been suggested by some people that Gov- 
ernment should guarantee the share capital of such banks for some time 
or for all times, and, by others, that Government should also guarantee 
the bonds issaied by such industrial banks. Would you favour both these 
guarantees, one of them, or neither, in the larger interests of the country"' 
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A. I do not think that at the present time an industrial bank can be 
floated through private enterprise. The only chance is £or a State aided 
hank. 

Q. 9. Is there a large amount of capital in the country generally and 
in the Indian States in particular, which seeks investment and which ex- 
pects a return of something more than the yield of gilt-edged securities? 
What would be the best method of mobilising this capital on lines safe 
to the investors and advantageous to the economic life of the country? 

A. I am not competent to answer this question. 

Q. 10. Could you tell us from your experience whether the existing 
legal means for foreclosure and recovery are satisfactory, or any improve- 
ment can be made therein in order to safeguard the debenture holders? 

A. I may be permitted to make one suggestion in relation to this ques- 
tion. Under Sec. 69 of the Transfer of Property Act, a power of sale 
without the intervention of the' Court is invalid where either, the mort- 
gagor or mortgagee is a Hindu, Mahomedan or Buddhist and where 
the mortgaged property is not situate in a Presidency Town and the 5 other 
tovTis specifically mentioned in the Section. This imposes a serious dis- 
ability on Hindus, Mahomedans and Buddhists, and they are unable to 
deal with their irroperty or lend on property as freely as others, for a 
mortgage without a power of sale has not the same value as a mortgage 
with one. The considerations which originally led to the enactment of 
the rule can be hardly said to hold good to-day, and it must either be 
annulled or the Governor-General in Council should, by notification, ex- 
tend the exception to other important towns in the country. That part 
of the Presidency Towns which is not within the jurisdiction of the ffigh 
Court is not covered by the exception, and, therefore, the anomaly pre- 
vails that a power of sale is invalid as to a property at Lower Circular 
Poad, Calcutta, which would have been valid if the property had ’been 
a few yards away from the other side of the road. 

Q. 11. Can you give us your view as to whether, in the matter of fin- 
ancing industries, the managing agency system would prove useful in the 
future ? 

A. The managing agency system must continue to be useful in the 
matter of financing industries as long as an industrial concern does not 
•own both its fixed and working capital. 
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No. 45. 

Statement of evidence submitted by Mr. Maneklal Premchand, ±Jonibay. 

Question 1 . — ^Please describe to us tbe method in which gold and silver 
bullion are being imported in Bombay, ^ , 

Ansiver . — Bullion is imported into Bombay by the dealers, majority 
of whom are members of the Bombay Bullion Exchange, Ltd., who send 
orders for their requirements either direct or through banks or brokers. 
The orders are placed with London generally, although in case of silver, 
orders are sent to New York to a certain extent. As soon as an advice 
’s received from London or New York of the purchase of bullion a remit- 
tance is arranged through an exchange bank in the city. In case of 
shipments from New York, pajmient is generally made through London!, 
A contract for the purchase of bullion T. T. is made in the appended form, 
and both the bank and the dealer abide by its terms. 

Question 2 . — Who finances the articles up to the stage of their arrival 
to this country? Who finances the articles while they are waiting in 
Bombay City? Who finances them when they go out? 

Answer . — Exchange banks finance bullion imports till their arrival in 
this country. As stated in answer to question (1), the bullion T. T. con- 
tract is made through certified brokers with an exchange bank by the 
■dealer. The banker is given written instructions by the dealer whom and 
when to pay in London or New York as the case may be against com- 
plete shipping documents. The bank in Bombay instructs its ofi&ce or 
agents in London to make the necessary payment. On amval of the 
bullion in Bombay, the dealer has to arrange to take delivery of the same 
within i-en days from the bank which clears the stuff and stores the same 
in its strong rooms. 

During the time that the bullion, is waiting in this country the local 
and exchange banks in the city finance it. The merchant takes delivery 
of the bullion as and when he needs against payment of the portion taken 
up. In case of bullion being railed up-country tbe local shroff finances it. 
In many cases the shroffs who combine in themselves the function of 
commission agents as well, receive orders from up-countrj- clients for the 
purchase of bullion. 

Question 3 . — How many months’ average duration would you give from 
the moment of the arrival of the articles at the port to the moment when 
they are in small useful lots in the hands of goldsmiths who have to use 
them? Could you roughly indicate the amount of finance which is in- 
volved in this trade? 

A7isiver.—It is very difficult to give the time with any degree of accu- 
racy as it depends upon the season. In the busy season, i.e., from De- 
-cember to May, when the demand for bullion is generally at its best, it 
is estimated that it takes roughly two months after its arrival at the 
port to be in small useful lots in the hands of goldsmiths. During the 
slack season, it is held for much longer time by the up-country shroffs either 
on tliMi’ ovTi account or on behalf of the local dealers. The total amount 
■of finance involved in this trade averages roughly six crores of rupees. 
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Question 4. — Could you indicate to us tlie position of India as an im- 
porter of foreign bullion; whether any imports are taldng place direct 
from South Africa, and, if so, how they difier from similar imports from 
the United Kingdom? 

Ansioer. — ^We give below the figures indicating India’s position as an 
importer of foreign bullion for the last thi-ee years: — 


1927. 192S. 1929. 


Total World production of gold 

Imports of gold into India 
Total World production of silver 


Es. 110 Es. 111-3 

erores. crores. 

. Es. 16-46 „ Es. 21-12 „ 

. 254 million ozs. 257 million 

ozs. 


Es. 111-3 

crores.. 

Es. 17-S4 „ 

254 million ozs. 


Imports of SiJt'cr into India . 4 112 million ozs. 106 million SO million ozs. 

ozs. 


Gold bullion and sovereigns imported into this country generally come 
dhect from Durban (S. Africa) although the order for the same is placed 
through London and finance is also arranged in the same quarter. Ship- 
ments from S. Africa are made either to Bombay or hladras direct. Gold 
imports from London differ from the S. Afr-ican gold in this that the former , 
come in special class of bars. 

Question S. — Could you tell the Committee with regard to the gold 
bullion of Ulysore whether any portion of it is released in Bombay? 

Ans^veT . — ^The Mysore gold mines output is refined at His Majesty’s 
Mint, Bombay, and sold in this country since many years. 

Question 6. — Is there a proper agency in Bombay now for dealing with 
this gold bullion, and, if so, could you account for the bulk of it not being 
absorbed in India here directlv, saving to this countrv the charges to and 
fro? 


Ansiver. — ^Yes. There is a proper agency in Bombay for dealing with 

this gold bullion. 

Question 7. — ^Are Indian bullion brokers admitted freely to the trade 
in the United Kingdom,? Is there any difficulty of any kind experienced 
by Indian bullion dealers? 

Ansicer . — There is no restriction or difiBculty experienced by either 
the bullion dealer or the broker in trading with the United Kingdom. 

Question S. — On what basis are loans given by bank? What is the 
margin? What are the ruling rates? 

Anszver . — Loans against bullion are generally arranged at about the 
ruling rates for all funds in the market. The margin in case of gold is 
about 5 per cent. In ease of silver, the margin varies according to market 
conditions and movements in prices. The usual margin is about Bs. 5 
per 100 tolas. The ruling call rate is 2i per cent, and the ruling price 
of gold, Ks. 21-7-0 per tola, and the ruling price of silver, Bs. 48 per 
100 tolas for ready delivery. 
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SPECIMEN FORM. 

Bombay,' 


Sir, ■ 

We iiave this clay — — — — by your order and 

for your account 1 

about £ (Pounds _) 

T. T. on, London @ for payment of gold or silver bullion 

or sovereigns to be shipped from London by mail during 

shipping, insurance and all other charges to be paid by the dealer. In- 
terest at the Banlc of England rate minimum 4 per cent, per aimum from 
the date of payment in London to the date of payment in Bombay to be 
paid by the dealer. The dealer to inform the bank before the due date 
of shipment the jjarties from whom to take- delivery of the bullion or 
sovereigns in London and the rate at which to pay for the same. Any 
difference in the amount of the invoice to be adjusted according to the 
bank’s current buying or selling rate on the date on which the documents 
anive. ' 

Payable:. — The bullion or 
sovereigns to be 
taken up in ten 
days after arrival. , 


Yours faithfully, 


Brokers. 
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No. 46. 

Statement of evidence on behalf of the Andhra Chamber of Commerce 
submitted by Mr. V. Venbateswara Sastrnlu, Madras. 

Agio CULTURAL Credit and Credit Faciliijes for small Indu.strjes. 

Internal and ForcHJn itade. 

Foreign trade is chiefly in the hands of foreign e.':porfc houses which are 
financed by foreign exchange banks. The wliole export trade on the Avhole 
is well organised. But the internal trade is verj* unorganised. ^ There are 
no regidar bankers or banks to finance them on any systematic lines. 


J. — Industrial Banks and Credit Facilities for India's Main Industries. 

1. The banks, exchange or joint stock, both Indian and European, do 
not finance industries at all. TJic European banks give large overdrafts 
to European firms. An Inrlian business, however flourisliirg it maj' be, 
does not get any assistance from even Indian bmks even though the stock 
and goods may be ample and sufficient. It seems to he the practice of at 
least the Indian banh.s not to have anything to do with industries. Perhaps 
in the case of goods that have actually ai-rived or goods manufactured, they 
advance money b}’’ keeping them in tlieir godowns. hut it kills the business. 
The banks in England arc more conservative in tins ics]')ect than the 
Continental banks. Those v ho follow the English tiadition of banking in 
India certainlj^ will not finance industries. 

2. The banks keep clear of such .nve.stments as a matter of principle. 
Unless special industrial banks are constituted with the sole purpose of 
financing industries, no help wii! bo fortheominrr. 't’h.c largest clas« of 
people who are getting overdrafts from banks, Indian and European, are the 
NaiUikoitai Clieltics and 3larwari(S, and they are professional money-lenders, 
and this system connot be called helping industries. 

3. The moneys advanced to these people are ahvays shown as moneys ad- 
vanced to Indians for industrial purposes. Industrial banks should he 
established in each province with branches in each district, and the moneys 
that are now advanced by Government under the “ State Aid to Industries 
Act ” may be paid through them. The banks arc to have additional capital 
from private depositors also, and these have to be worked on similar lines as 
the agricultural banks. Their help should reach the cultivators of the 
industrial crops. In cases where money-lenders or large exporters advance 
moneys on produce such as ground-nuts, tobacco, cotton, etc., the poor pro- 
ducers are squeezed out of their profits, and thej’- get a hare minimum living 
wage. 

4. There will he no risks, and no safeguards are necessary, if the banks 
loan money to producers and get jiroduce in their godowns and stipulate 
the rates from middlemen buyers or wholesale exporters or foreign buyers. 
The banks will have ample security in the produce, and they will also he 
near the centres of production. They will also have the incentive to find 
out profitable markets for their produce. The exporters and importers will 
have to deal with the hanks who will be able to make the best terms, as 
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they will be advised frequently as to the rates prevailing in the markets for 
the produce and rates of purchase in the countries where such goods are in 
demand. The banh-i themselves, through exchange banks ’trill deal wifcli 
leading centrec of trades and make a good profit. 

My scheme will be that in each taluq there should be facilities for 
agricultural loans and industrial loans. As there is a tahsildar in each 
taluq, Government ma3’’ exercise such supervision as it thinks necessarj’" 
or iD may appoint a special officer. The whole scheme of industrial and 
agricultural credit should be to make the villages have all the areas cultivat- 
ed and each ryot or peasant get sufficient living wage free from money- 
lenders or middlemen. If the reconstruction of villages takes place on a 
large scale on these lines, the whole country will be economically independent 
and there will be no politicil disaffection. In the West an examination of 
modern coirditions will show small trades extending towards greater stand- 
ardisation and bettor co-ordination. Hero there are more disintegrating 
elements. 


11 . 

All trades are in the same po.sition. The credit facilities that are re- 
quired are that the Indian banks after prop'-r enquiry should be able to give 
bank reference or solvency report to Indian traders who want to indent for 
goods from foreign countries without their depositing the equivalent cash. 
This may be done without risk in cases of traders who liave immovable pro- 
perties or large outstandings due from well-to-do and bona fide customers or 
on the written guarantee of two re.speetahl? customers of the banlcs. The 
whole thing may be put through by the Indian banks through exchange 
hanks. The exchange banks must accept the guarantee of Indian banks 
who will have every opportunity of knowing the conditions of the business 
and tile status of the trader. 

Most of the Indian traders do not get any assistanuc. At present they 
are doing business with European firms who act as middlemen. That is so 
both as regards exports and imports. The large volume of hides and skin.s 
that are exported come from Indian merchants. As they have no proper 
banking facih ties, they take their goods and hand them over to foreign 
firms and these firms are abk to make profits out of these people after pa.v- 
ing for highlj’-paid partners, managers, etc., costly buildings and godowns. 
In the same way with imports, thej'^ have to get their stock tln-ough foreign 
firms. More than half the profits go to the middlemen finns, and the tradei- 
gets a very little margin on cost price. That is wh}'’ no Indian trader is 
doing business permanently, but fails during bad seasons, as the profits he 
makes in good seasons are barely sufficient to keep him up. The remedies 
are that the Indian banks sliould finance the traders in co-operation with 
European exchange or joint stock banks and the Indian Trade Com- 
missioner in England should help the direct relationship between the 
buj'-er and seller. A merchant who imports piece-goods, glass-ware, Iiard- 
ware, etc., imports them through foreign firms and loses most of his profits. 
A merchant who exports gronndnuti, tob«vyeo, oc'^ton, grains, etc., does so 
through foreign firms and lo.ses most of his profits. 

2. It is not necessary to discuss this as, with few exceptions, no Indian 
trader does any foreign business direct. 

As regards exchange rate’ the controversy is still raging and the rates 
are not fixed purely with reference to commerce. It has become a part of 
the political problem of the country. The advantages and defects 
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of l 5 . 4d. and Is. 6f?. ratio have again come up for discussion before the 
Federation of Indian Chambers’ meeting Avhich is to be opened by the 
Viceroy. There is no doubt that Is. 6i. is an “ill advised and disastrous 
ratio.” 

As pointed out above, the defects in the present system are such that 
no Indian business thrives for a long time. Till the Indian banks or the 
new industrial banks are able to come to tlie help of their countrymen by 
providing credit facilities ai d the exchange banks in turn help the Indian 
banks by accepting their guarantees and till the Indian chambers of com- 
merce take up the work of exchanging lists of buyers and sellers, the rates 
and conditions in which business could be done, the precariousness of Indian 
rtrade and business .will continue. 


III. — BcgvJlalion of B.whing. 

1. Yes. These examiners should be appointed b^' a Ciiamber of 
Bankers or Institute of Bankers which I have suggested. The duties will 
be to audit and report as to the sol-.-cncy or otherwise of the banks, ex- 
amine the investments and the afiairs of the banir as a whole. 

2. Provided there is proper control, no restrictions should bo placed. 

3. The present ‘ legal ’ defiaition of the bank is enough and no restric* 
tions need be placed. 

The only conditions are with reference to the employment of Indians 
as officers cf the bank in higher grades with rofcronco to (b) and (c). 

Through a Chamber of Bankers or Institute of Bankers which is 
' absolutely necessary. 

4. The present legislation is enough. Too many restrictions should 
nob be placed. 

5. Yes. They should have a license. Trade Commissioner in London. 

6. Yes. Some amendments are necessary in course of time. 

7. By a Chamber of Bankers, arbitration will expedite the liquidation 
and under the scheme proposed, tliero will be no nccessit}’- for liquidation. 

8. There should be a Chamber or Board of Bankers and the Central 
Committee should, on a report of the condition of any bank, lake the neces- 
sary steps. 

9. The whole matter should be left to the discretion of a Central Board. 

10. Yes. A Central Committee which would take up the affairs of the 
bank. There are central boards for railways, irrigation, commerce, etc. 
It should bo constituted on similar line.s. 

In India the distance between the provinces and the differences in 
social and economic conditions requhe special organisations, Tlic different 
banking organisations now prevalent, both indigenous and others, cater to 
different kinds of customers. For some time a Central Committee of 
bankers is necessary to standardise the banks into one uniform pattern, 
and to level ail differences in organisation and metliods. This is a kind of 
evolution that will take some time. It is not possible to have banks all model- 
led on the western standards as they arc not suitable to Indian conditions. 
Somehow or other the political leaders have not bestowed any attention on 
the financial and economic conditions of the countr^y and their solution for 
all the troubles is political independence. But a higher political status is 
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impossible without complete economic independence and economic well- 
being. An easy money market, an agriculturist free from debt, a trader who 
gets easy credit facilities, peasantry free from starvation, are all necessary 
"before one aspires for political independence. The duties of the Central 
Board will be : 

1. To appoint auditors for examining the accounts of the banks and 
•get reports from' them as to the solvency, and to scrutinise how far they are 
strictly adhering to the banking practice and the best traditions of banking. 

2. To regulate appointments by Indianising the bank service. 

3. To bridge the gulf that now exists between well-conducted Indian 
banks and the European banks. ' 

4. To keep the banks in touch with the money market on the one hand 
and commerce on the other hand. 

5. To increase the circulation of money from one centre to another and 
also to the distant trading centres. 

6. In cases of failure of banks which have been doing honest bona fide 
business and where such failures are due to causes beyond their control, to 
help them to tide ovet the crisis by timely help. 

7. To regulate the Bank Rate. 

S. To tap the resohrees which are at present not invested. 

9. To arrange for easy liquidation without going to courts. 

10. To protect the Banks in cases contemplated in question 12. 

11. To bring into line the indigenous banks by Westernising them a little 
■more and the Western banks by Indianising them. 

12. To prevent the middlemen money-lenders from borrowing at easy 
rates from banks and lending them at usurious rates to ryots, small traders, 
etc., who are really the people to be protected. 

13. In short to exercise general control over banks and also advise the 
Government to place their money in all banks without showing preference 
.to one bank or another. 

14. To publish a list of banks where Government and official and 
private trustees may invest. 

The Central Board should have branches in the Presidencies. Publica- 
iion of banldng rates, balance sheets, exchange of information, etc., in a 
Banking Gazette. 

The Board should be constituted thus : — 

^ of the members should be leading commercial men. 

I of the members to be bankers with an equal number of Indians 
and Europeans, if necessary the Member for Einance and 
• Member for Commerce to be ex-officio members. The same con- 
stitution in the Presidencies also. 

IV. — Banking Education i * 

1. There are no facilitie'? at present except in commercial colleges and 
they are very, very few. Even in these colleges, banking is one° of the 
many subjects. Most of the text-books are text-books written by English 
or continental authors with special reference to English and foreign advanced 
VoL. II . 2 F 
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conditions with due regard to the temperament and habits of the people in 
such countries. The psychology and the habits of the peoples of India 
and their economic, political, social and religious conditions are very 
Afferent irom those of other countries, and in India itself they differ in 
different provinces. Books on banking ought to be written with due 
regard to these conditions by experienced Indians. And advanced economics 
with special reference to Indian conditions should form a part of the 
studies. Lecturers in such colleges should thoroughly be proficient as to 
Indian conditions. As such at present there is no relation between the 
Indian conditions, the text-books read and lectures delivered in colleges. 

There is no co-ordination between each other. 

2. No. Under the present method most of the important posts in the- 
Imperial Bank of India and other banks except the co-operative banks 
are filled by young men drafted from England on high salaries, though the 
real work is done by Indian clerks. They cannot understand the Indian 
conditions. 

3. They are not combined, vide answer to question 1. The required 
training can be given in India. The training ought to bo given with special 
reference to Indian conditions and not with reference to an}’ theoretical, 
principles. 

6. Such an Institute is necessary. It ought to have a member from-, 
each province. There ought to be a Central Association witli branches all 
over India. 

They ought to arrange for the banking education, both theoretical and. 
practical. 

7. The only training is training in the shop or firm which one gets.. 
But such training is also disappearing as the heriditarinc.ss of the profession 
is disappearing. Taking the banking community in Southern India, the- 
Nattukottai Chetties, the^' are put into schools and colleges and. they 
follow a different pursuit in life, though they call themselves bankers. 
The present generation has no training except when absolutely neces- 
sary. 

No suggestions, as this kind of banking should be switched on to 
the Ordinary Western banking methods. Every indigenous banker should 
have training in Western banks. 

8. The prospects are the same as with reference to any other pro- 
fession. With the Indianisation of tlic Imperial, exchange and joint 
stock banks, and with the spreading of banking facilities, there will not 
be much difficulty. 

Yes. The absence of trained men is one of the causes. 


F . — General Banking Organisation and Money Market. 

First and foremost is co-operation. Many defects c.an be removed 
by it and no amount of co-operation can be forced by legislation or ad- 
ministrative measures. There is .absolutely no co-operation at present 
between Indian joint stock banks. Indian banks and the European banks. 
They stand apart. Absence of free circulation of credit facilitie.s is due to 
this. Except emphasising strongly that they must co-operate for the 
general economic regeneration of tile country, nothing olse could bo 
said. 
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3. The organisation and function of clearing houses can be useful only 
when a larger Indianisation of European banks takes place and more Indian 
banks are established. 

7. The cost of management may be reduced by (1) the employment of 
well-trained Indians without recruiting from England and other places, 
except when absolutely necessary. 

(2) B}’’ tapping various resources which are still to be developed. 
C and E can be done by having a common Chamber of Bankers. 

8. Ignorance of investors as to the facilities extended by the banks, 
the middleman money-lender who takes advantage of easy rates of interest 
from the banks, the necessity end ignorance of the villagers which is ex- 
ploited by the middlemen, the distance, absence of education and gross 
illiteracy of the peasant agriculturist and trader, desire on the part of indi- 
viduals to become money-lenders themselves, instead of co-operating toge- 
ther to form a bank, all impede the formation of banks. 

9. India is an agricultural country and the persons who do export 
business are few and as such there will be absence of bills. 

10. The phrase ‘ Indian money market ’ is a misnomer. The busy 
centres of Bombay and Karachi have their own conditions, Madras is 
slightly different. Most of the places outside these jdaces which comprise 
more than of the area of India are unaffected by Indian money market 

‘Jr *' * 

conditions. 

11. There is no regularly organised brokerage system. 

12. Much business is not done in that way. 

13. The banks do not keep godowns to meet trade requirements. 

14. It is not necessary to get foreign capital to banks. The funds that 
are available can be utilized. 

(1) The Trust Act can be amended in such a way that trustees who 
have unlimited money in their hands, which can be invested for a long time, 
may invest in banks. 

(2) Government may keep depodts in all the banks without confining 
themselves to the Imperial Bank. 

(3) There is some source w.hich may be made available. The religious 

trusts, mutts, temples and other endowments have very largefunds ( xlending 
to several .crore.s. These are all permanent endowments. The se will serve as 
capital for any number of banks all over the Presidency- Now these have 
been brought under the control of Government by the establishment of 
a Board, and it must be easier for Government by legislation to release 
as much capital as possible, ^ 

15 & 16. The Presidency banks have not been useful for any of these 
purposes. 

There avas much criticism against the Presidency 1 anks and as a 
remedy against the evils pointed out the Imperial Bank Act was passed. 
Unfortunately the Act, whatever it» objects may be has only created, a 
banking organisation which is costly, which absorbs alKaOvernment deposits 
and its usefulness to trade is as scan%'^ as it was before. 

All banks, whether indigenous or joint stock, should have the same 
facilities and concessions. 


2 F 2 



468 


Supplementary statement of evidence submitted by the Andhra Chamber of 

Commerce. 

The written memorandum already submitted to your Committee repre- 
sents to some extent the personal views of one of us, namely, Mi-. V. 
Venkateswara Sastrulu and so we have the honour to submit the following 
views of the Andhra Chamber of Commerce of the questionnaire issued 
by the Central Banking Enquirj' Committee. 

Seotion I, 

Industrial Banlcs and. credit facilities for India’s main industries. 

Q. 1- 

A . — The banks are not financing capital or block expenditure of the 
industries so far started in the Andhra districts. The Bezwada Weaving 
Mills Ltd. had to be wound up because they could not procure money for 
capital expenditure to establish tlie spinning section. ' In the case of the 
Carnatic Paper Mill at Bajabmundry, the Imperial Bank did advance 
some funds, but they were given only for a short period and so the j\Iiil 
could not start work when the Imperial Bank called off the loan, till 
Mothey and Pyda people came to its rescue by undertaking to finance the 
concern. Begardihg capital or block expenditure for industries, our 
Chamber is of opinion that they should come from the share capital or 
debentures on their stock and plant. As regards the financing of current; 
requirements or floating capital of many small industries like rice mills, 
cotton presses and ginning factories, the bnnlcs arc giving very little help. 
At present much of the finance is got from indigenous bankers at a very 
high rate of interest. Our chamber is of opinion that the banks should 
take a more sympathetic view and finance liberally all industries that need 
fin-ancial help in this respect. ^ 

Q. 3- 

A . — In the matter of industrial production, the finus have to 
finance themselves through their share cajntal and such loans ns they are 
able to raise on their own responsibility and their stoclT, and the financial 
relief which the banks afford is not adequate. The foreign export iind 
import business is mainly in the hands of foreign firms. They get their 
finance through their own funds as well as on overdrafts from exchange 
banks and from facilities of discounting their bills of lading. As regards 
exports and imports from one province to another, the business is mostly 
in the hands of Indian merchants. As regards tho financing at the early 
stages of ‘marketing, it is done in diverse ways by various agencies. There 
is no systematic method of business or financing and conditions vary 
according to circumstances. In the matter of internal trade, bills used are 
mostly hundis and as regards foreign trade, the bills are exchange bills. 

Q. 3— 

A . — ^The rate of interest on the loans i-aised on hundis, promissory notes 
or bonds varies from 12 to 18 per cent, and in some cases, it exceeds 24 
per cent. even. This high rate of interest is causing hardships to traders 
and merchants. The Imperial Bank alone advances money to approved 
businessmen like Nattukkottai Chettys and Multanis at a comparatively 
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low rate of interest, of about 7 or 8 per cent. The Indian joint stock banks 
lend money at a rate .varying from 9 to 12 per cent. But as the banks 
generally lend only to middlemen bankers like Multanis, who in their 
turn finance the traders, the trader is not benefitted by the comparatively 
cheap rate of interest of the banks. 

Q. i — 

A . — At present^ the banks are not able to adequately fianance industries ; 
nor can they be expected to finance the industries especially for capital 
expenditure in future. As they cannot utilise short term money for long 
term purposes, it will be enough if they are able to finance the industries 
as far as running expenses are concerned which they can certainly do and 
ought to do. Eegarding the starting of new industries or helping the 
development of old industries, it is necessai'y to have industrial banks and 
supplement the financial resources of the industries. The purpose of an 
industrial bank shall be not to finance the whole of an industry but only 
to help it whenever an industry is in urgent want of funds to enlarge its 
scope of business so as to make it a paying concern. Our Chamber is of 
opinion that an industrial bank may be started in each province. 


Section II. 

Financing of Foreign Trade. 


Q. 1- 

A . — The export and import business as stated before is largely in the 
hands of foreign firms., There are very few Indian merchants who do 
direct business with foreign countries and it is not possible for them to do 
large business under the present conditions in competition vrith well-estab- 
lished foreign firms. In the Andhra districts, the whole of the foreign 
export business in groundnuts, cotton, oil seeds, etc., is done by Messrs. 
Volkart, Hally and Gordon and Woodroff, who have established their 
agencies in all the centres of production. As these rich foreign firms are 
backed up by the exchange banks in India and supported by their business 
relations and banking connections in foreign countries, no Indian can 
undertake the export and import business unless he has equally good 
facilities as mentioned about which he has not got now. Our Chamber 
is of opinion that the Committee should apply its attention to formulate 
definite proposals in its Eeport to encourage the Indian merchants to have 
the country’s export and import business in their hands. 

Q. 2— 

A . — ^For one reason or another, the Indian bnerchants are not able to 
get clean credit from banks' in their export or import business. In.tlit; 
method of financing by banks, there are gaps which the Indian trader is 
compelled to bridge, whereas the foreign mercham has no such gaps. To 
substantiate this, our Chamber w^ants to point out that the Indian mer- 
chant has to find finance not only at the stage of buying but also at the 
final stage of exporting, as he does not procure money from the banks 
either for buying or at the point where the goods are taken delivery of from 
the railway terminal and are shipped at a port and shipping documents 
obtained. Likewise, ' the Indian importer generally does not get credit 
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during the period, viz., after taking delivery of the shipping docmnents of 
the goods at the port and till they are actually removed frdm the port and 
placed in the bank’s godowns. The members of our Chamber complain 
that foreign firms are accommodated by the banks at both the above stages. 

Foreign firms have the advantage of conducting most of their trans- 
actions in sterling value and setting off the values of exports against im- 
ports. Whereas the Indian merchant has the double disadvantage of losing 
something both in exports and imports by way of commission in exchange. 
Further, the arbitrary fixing up of the ratio by the Government has made 
matters worse. So. our Chamber is of opinion that unless a gold standard 
is established in India, the difficulties and disadvantages in trade are bound 
to continue. 

Q. 3— 

A . — Our Chamber is of opinion that the establishment of bonded ware- 
houses will natm’ally help the Indian Imerchanrs and so they should bo 
soon established. In respect of the practice of banks in releasing goods 
on trust receipts, some of our members complain that they are not getting 
the same facilities as the foreign firms or merchants. 


Section III. 
Regulation of Banking. 


Q. 1- 

A . — Our Chamber favours the idea of audit and examination of banks' 
accounts by examiners selected by the Indian Institute of Bankers. The 
scope of the examination shall be limited to investigating the general nature 
of business transactions, auditing and reporting as to the soundness or 
otherwis.e of the concern, and examining the investments and the affairs 
of the hank as a whole. 

Q. o- 

A . — Our Chamber favours the idea that all foieign banks operating in 
India should obtain a license from the Government of India on the advice 
of the Trade Commissioners in London. Regarding the operations <ff the 
foreign banks, our Chamber is of opinion that they should be compelled 
to invest their deposit amounts received in India in India itself and they 
should disclose in their balance sheets a statement regarding their trans- 
actions in India separately. 


Section TV. 

Banking Education. 

Q. 1 (tt) — 

A . — The facilities for learning banking, specially higher banking, are very 
little in our province. There are some commercial schools in our pro- 
vince, but they give instruction only in the elements of banking along with 
book-keeping and commercial correspondence. There is no commercial 
college in our province like the Sydenham College of Commerce in Bom- 
bay. The Madras University is opening only now the B. Com. course 



471 


'n^liereas Bombay and ©alcufcta Universities have long ago opened these 
■courses. To what extent these commercial colleges can equip men for 
j)ractical banking business is yet to be seen especially in view of the fact 
•that there is no co-ordination between these coileges and the banks. 

Q. 3- ' ' 

A . — ^The banlts are not providing facilities for training boys in their busi- 
ness except occasionally. The Imperial- Bank of India and the exchange 
banks are ofi&cered mainly by Europeans. Indians are taken only as clerks. 
Of late, the Imperial Bank is recruiting a few Indifins as probationers for 
•officer’s grade. As all the higher banlting is mostly done by these banks, 
•our Chamber is of opinion that more Indians should be trained by them. 

The Indian joint stock banks and the co-operative banks are manned 
bj' Indians, but many of the staff have not good banking experience or 
higher education. It is better, in our Chamber’s opinion, if Government 
gives scholarships and sends some bank’s officers to speciafise in the latest 
banking methods of the West, so- as to study what methods are suitable 
for India and can be usefully adopted, 

Q. 7 (a ) — 

A . — The only training the indigenous banker is having is apprenticeship 
in his shop or fiikn. But at present many of the sons of indigenous bankers 
are put in schools and colleges and have little or no training at all in 
banking theoz'y or practice. It will be useful if the indigenous bankers are 
trained in Western method in addition to their normal training. 

. Q- 5 - 

A . — There will be good prospects if the boys are trained in banking. The 
slow development of banking and especially branch banking is due to 
absence of trained men. 


Section V. 

General Banking and Money Market. 

Our Chamber is of opinion that if a properly constituted Reserve Bank 
is established for the whole of India, it may be able to bring about tbe 
-co-ordination of the various banks which are now standing ' apart. This 
Reserve Bank acting as a Bankers’ Bank can render necessary help to banks 
which are weak and banks which may have come to temporary difficulties. 
Our Chamber is of opinion that unless the Government of India hands 
over the management of currency policy to the Reserve Bank there can 
,be no real Indian money market. 
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No. 47. 


Letter No. 3 — 1930, aated 3lst December 1929, from tbe Secretary,, 
Bengal Chamber of Commerce, Calcutta, to the Secretary, Indian 
Central Banking Enquiry Committee. 

I have the honour to send herewith copies of a print containing the 
replies of the Bengal Chamber of Commerce to certain of the questions 
in the questionnaire issued by the Indian Central Banking Enquiry Com- 
mittee. 


I. — ^Industrial Banks and Credit Facilities for India’s Main Industries. 

Question.*— Stale with reference to one or more industries ivliicTi you 
have had opportunities to observe the credit facilities required with special 
reference to (a) fixed capital expenditure or hloch and (b) curreyit require- 
ments or floating capital. 

Answer. — ^In the case of a public company form'ed to carry on an- 
industry, the fixed capital expenditure or block is proAuded in the first 
instance by capital subscribed by the public, usually in the form of ordinary 
capital. Current requirements or floating capital are supplied to a certain 
extent in the same way as fixed capital expenditure or block. Subsequently, 
if further requirements are necessarj', these are obtained from the Imperial 
Bank or from the other banks by hypothecation of stocks coupled, if 
necessary, with charges on the block, or — as is the case in many mstances — 
by advances made by the managing, agents. This general description is, 
in broad terms, applicable to cases where the company is run on satisfactory 
lines and by agents or directors in whom the public have confidence. 

Question. — State also hoiv far in your opinion these requirements are 
met by various trjpes of banks and bankers and how far the present faci- 
lities of financing fall short of the actual requirements. 

Answer. — ^When an industrial venture is sound, the facilities available 
are fully equal to the actual requirements : but the position naturally varies 
in proportion to the soundness of the undertaking and the extent of tho 
confidence that can be placed in it. 

Question. — Give particulars of the rates of interest w'hicTi are charged 
at present on loans and advances and also of the different classes of 
securities which are approved by hanks, financial houses and commission 
agents. , 

Ansioer. — ^In Calcutta the usual rate of interest charged on loans and 
advances is 1 per cent, over Bank Bate, with a fixed minimum. The type 
of approved security naturally depends on the kind of industry. The 
principal one may be taken as being the hypothecation of stocks, but fre- 
quently a first charge on block or other similar charge is taken as collateral' 
security. 
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Question. — If in your opinion banlis in India have not financed 
indiistries, large or small, freely, to ivhat causes do you attribute their 
reluctance ? 

Answer. — Speaking generally, banks in India have freely financed 
industries large and small, although in certain instances there may have 
been reluctance to do so owing, firstly, to the restriction imposed on the 
Imperial Bank, which is not permitted to make advances for a period of 
more than six months and secondly, to the natural desire of the exchange 
and local banks to have their funds so placed that these can be realised at 
reasonably short notice. As stated above, the usual m'ethod — and in the 
opinion of the Chamber the correct method — is for the capital expenditure 
cr block to be put up by the investor, and not by the banks. 

Question. — Do you think financing of industries is possible by banks as 
tJwy exist at present and by their present methods ? 

Ansioer. — As stated, the original finance required for the capitalisation 
of industries should be subscribed by the public, and the banks are quite 
prepared to supply the working capital against stocks and goods in process. 

Question. — Are you in favour of trade banks, i.e., banks which specialise 
hi dealing loith special trades ? 

Answer. — No. The business of such trade banks would be so restricted 
that, in the opinion of the Chamber, the proposition would not be a practic- 
able one. 

Question. — Do you favout the establishment of an industrial bank in 
each province ? 

Ansiver. — The idea of establishing an industrial bank, or more than one, 
in each province has much to commend it, but the experience of those 
industrial banks that have attempted the business in India has been so 
disastrous that the Chamber doubts the likelihood of such banks rUeeting 
with the necessary support from the investing public. 

Question. — What are the facilities which in your opinion should he given 
to such a bank either by Government or any other agency ? 

Answer. — The Chamber does not think that any facilities should be 
given : such banks should be strong enough, when established, to stand by 
themselves without facilities being provided by Government or any other 
agency . 


n. — ^Fixancing of Foreigx Trade. 

Question 1. — Would you state, ivith refe'^ence to any trade that you 
have had an opportunity to observe, the credit facilities which are required 
and to ivhat extent banks .supplying these facilities fulfil the present re- 
quirements ? 

In your opinion, is there any class of merchants who are unable to secure 
alt the assistance they need either in India or in foreign countries, and if 
so could you giv.e any reasons for this state 'of affairs ? What remedies do 
you suggest? 

Answer . — ^In the opinion of the Chamber, every class of merchants in 
India can receive sufficient banking facilities relative to the merchant’s 
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position and reputation, and provided he is possessed of means proportionate 
to the business he undertakes : the amount of credit afforded to the 
merchant being, in other words, governed by his means and standing. 

Qucstioyi 2. — What arc the credit instruments in rise with regard to 
foreign trade ? 

Ansieer. — On the assumption that the trade changes from internal trade 
to foreign trade vrhen the shipping documents are obtained and the bill of 
exchange is drawn, the credit instruments are the ocean shipping docu- 
ments. 

Question. — In what conditions is credit available against these docu- 
ments and in what conditions is clean credit available 1 

Ansioer. — ^The usual procedure to obtain credit is for the seller to draw 
a bill of exchange on either the buyer or his agent or nominee in London 
or elsewhere, these bills being readily negotiated by the exchange banks. 

’ Clean credit is available when the drawer of the draft is financially 
substantial enough to warrant the bank’s accepting the drafts with recourse 
on him only. 

Question. — What are the rates charged by the hanhsi 

Answer. — ^In tlie case of the export trade, the rates of exchange are 
based on the value of money in India and the discount rate at home. 
In the case of the import trade, the rate for bills dra'^m in London is 
normally 6 per cent, per annum, but when the Bank of England rate goes 
higher than 5 per cent., this rate is raised appropriately. 

Question. — Are there any s.casQnal fluctuations in these rales? 

Answer. — There are no seasonal fluctuations. The fluctuations are 
caused by the movements in the Bank Bate as stated in reply to the pre- 
ceding question. 

Questidn . — What are the faciUtic.s existing at present in the export trade 
for discou7iting export bills ? 

Answer. — There is no discount market in India. Although the proce- 
dure explained above in connection with bills of exchange is in a way tanta- 
mount to the discounting of an export bill, there is no system udiereby 
a merchant can hold his bills until he requires the money and then discount 
them in this market. 

Question. — Arc there any restrictions that you have to complain ofl 

Answer. — The only restriction is in reference to the absence of the 
system which would, in the opinion of the Chamber, be advantageous if it 
were introduced in India, that is to say, the discount system. The restric- 
tion is, however, not felt to such an extent that there is any need to com- 
plain of it. 

Question. — Have you any remarlis to mahe.xoith regard- to the exchange 
rates which are charged for th.e conv.ersion of rupee into ' sterling or other 
foreign currencies, and vice versa, or for the remittance of funds to and 
fro ? ■ - 

Answer. — So far as the rupee/sterling exchange is concerned, the 
Chamber has no particular remarks to make. In consequence of the num- 
ber of banks operating, and the competition in the provision of banking 
facilities that is thus available, the rates are competitive, and there is 
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■xiotliinCT in the nature of ai monopoly, Q’he position is exactly the same in 
, regard °to the rate of exchange for other foreign currencies both to and from 
Jndia. 

Question 3 (j ). — Have you any suggestions to matte with regard to : — 

(g) the establishment of bonded warehouses, 

{I) the present practice of port imst warehousing , 

(c) the practice by bajtks of releasing goods on trust receipts, or 

(d) any other methods in vogue for the convenience and facility of 

merchants engaged in the import trade’i 

Answers: (a) and (6). — The Chamber has no suggestions to make with 
regard to the establishment of bonded warehouses. Congestion sometimes 
takes place in the port trust warehouses, but this is inevitable : port trusts 
cannot avoid irregular trade movements. Speaking generally, the existing 
facilities for warehousing are satisfactory, and fully meet the normal re- 
■quirements of trade. 

(c) The 3anks release goods on trust receipt when in their opinion the 
standing of the party concerned warrants their doing so. The Chamber 
considers the practice to be satisfactory, and it has no suggestions to make 
vdth regard to it. 

(d) As has been stated in reply to the first question above, the Chamber 
thinks that adequate finance and facilities are already provided to mer- 
chants of standing engaged in the import trade. 

Question 3 (ii). — Do the interests of the traders and the public suffer 
in any ivay through any defects m the present organisation and have you 
any suggesUons for its improvements 

Answer. — No. ' 


III. — EE(iULATlON OF B.ANEIXa. 

Question 1. — Are yoti in favour of audit and examination of barilc 
ncGounts by examiners"? 

Answer. — Yes. 

Question. — If so, how should these exaniineis be appointed and by 
whom? 

Answer . — The Chamber considers that in every case there should be two 
independent auditors, either both appointed by the shareholders, or ono 
appointed by the shareholders and the other either appointed by the 
directors of the bank or nominated bv Government. 

Question. — What should be the duties of such examiners? What should 
he their qualifications and how should their cost be met? 

Answer . — The duties of such examiners should be those ordinarily carried 
out by auditors. Their qualifications should be such as those prescribed 
by Section 144 of the Indian Companies Act, and the cost should be met 
from the funds of the bank. 

Question 9. — .4ro you in favour of any kind of restrictions being im-^ 
posed on the business of all banks? 

Answer. — N.o. 
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Question 3. — In your opinion, is it desirable that the use of the word' 
“bank” should be restricted ayid if so, what restrictions do you suggest? 

Answer. — This matter has frecpiently been the subject of discussion, and 
even before the occurrence of the numerous bank failures which took place 
in northern and in western India some sixteen years ago the Government 
of India announced that in their opinion the time had come when the 
question of introducing legislation should be seriously considered. 

Their idea was that the use of the terms “bank” and “bankers”, and 
their equivalents, should be restricted to companies registered under the 
Indian Companies Act; and they proposed, if this idea were carried into 
effect, to impose certain restrictions upon the institutions thereafter 
possessing the name and prestige of “banks”. Government suggested that 
restrictions were desirable in regard to the following points: — 

(a) the prescription of a minimum amount of subscribed capital ; 

(b) a stipulation that an adequate portion of such capital should be 

paid up within a reasonable period from the starting of the 

business; 

(c) a restriction of the full allocation of jjrofits to dividends pending 

the building up of an adequate reserve ; and 

(d) restriction as to the taking up by a “bank” of businesss outside 

that of banking, in which the banking profit might he lost. 

The Government of India’s proposals were examined by the Bengal 
Chamber, and in common with other chambers they agreed that legislation 
should be introduced. They also agreed that the institutions styling them- 
selves ''banks” should be required to be registered under the Indian Com- 
panies Act. But it did not seem to them tc be necessary that tliis restric- 
tion should extend to the term “bankers”, because persons and firms styling 
themselves “bankers” do not attract deposits from the public to the same 
extent as does an institution calling itself a “bank”. Moreover, the 
Chamber did not think it necessary to interfere with the operations of the 
Indian banker, or shi’oft’, whom they recognised as an important factor iti 
the financing of Indian trade, and against whose methods of business no 
complaint was made. The failures that had occurred had been almost ex- 
clusively among joint stock banks. 

With regard to point.s (a) and (bi. the Chamber thought that the mini- 
mum amount of subscribed capital should be Es. 10 lakhs; that the 
minimum amount of paid-up capital should be Es. 5 lakhs ; that the autho- 
rised capital should be not more than four times the amount of the subscribed 
capital; and that no advertisement should be allowed of the amount of the 
authorised capital. The minimum amount of the subscribed capital to be 
paid up within a reasonable period should be at least Es. 5 lakhs, i.e., the 
minimum amount of the paid-up capital. 

- . * 

On point (c) the Chamber considered that the allocation of profits to 

dividends should be forbidden until all preliminary and flotation expenses 
had been paid; and that thereafter the allocation should be restricted by 
the obligation to set aside adequate sunis for (a) depreciation, and dead 
stock and investments and (b) reserve fund.” They agreed that there should 
he a restriction as to a bank taking up outside business. 
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The Chamber invited attention to the following points: — 

(i) The question of ivorking capital. — Reference was made to the 

practice of some banhs in India of showing their total liabili- 
ties as “working capital”. The tenn was, the Chamber said, 
misleading, and its use should be prohibited. “Available 
banking funds” should be substituted. 

(ii) Goodtoill. — The inclusion, in the assets, of a sum to represent 

, goodwill should be prohibited. 

(iii) Baink shares. — A bank should not be allowed to advance money 

on its own shares. 

' (^iv) Names. — There should be restriction as to the use of names likely 

to mislead the public. 

The subject was touched on by the Eoyal Commission on Indian 
Currency and Finance, 1926. In paragraph 162 of their Report they sug- 
gested that the term “bank or banker” should be interpreted as meaning 
every person, firm or company, using in its description or title “bank” or 
“banker” or “banking”, and every company accepting deposits 6i money 
subject to withdrawal by cheque, dvafi; or order. But the Commission 
recognised that, in view of the special conditions of indigenous banking 
in India, this matter would require more detailed consideration than they 
•had been able to give to it, and they recommended that it should be fm'ther 
examined. 

QueHion 4. — Are you in favour of defining by legislation or otherwise 
the sphere of operations of any class of banks, e.g., co-operative banks, 
exchange banks, etc. 

Answer. — ^No. 

Question 5. — Do you think that foreign banks should not be allowed to 
do banking business in India unless they received a license? 

Ansivcr. — The Chamber does not think that foreign banks should be 
compelled to take out a licence. 

Question 6. — A bank xvhich is a limited liability company registered in 
India is at present governed Uy the laiv of joint stock companies in India. 
Do you consider that position satisfactory? If not, what additional provi- 
sions for special application to such banks would you suggest, particularly 
with reference to (a) authorised and subscribed capital, (b) capital that 
should bo paid up before business is started, (c) provision of reserves, (d) 
proportion of cash balance to time and demand liabilities, (e) publication of 
balance sheets, their form and frequency, etc.? 

Ansiver. — See Ihe answer stated above in reply to question 3. The 
Chamber adhere to the views expressed hy them in 1913 as outlined in 
that answer. ' 

Question 7. — Have you any suggestions to make for the regulation of^., 
expeditious liquidation and advance payment to depositors in case of 
failure of banks? (Gf. the case of the Alliance Bank of Simla). 

Answer. — The Chamber considers that the regulation of expeditious 
liquidation is a matter for the Court and, so far as the question of advance 
pajunent to depositors is concerned, this must depend on the circum- 
stances of the case and in particular on the assets expected to be available. 

Question 9. — It has been suggested that in some actual cases in the 
past where banks have been in difficulties, some plan for amalgamation 
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or Tcconstniction instead of liquidation would have been in the public- 
interest. Would you state your vieivs on this suggestion^ and would you 
tccommcnd any provision for securing that, before liquidation proceed- 
ings arc enforced, adequate opportunities sho7ild be given for exploring the 
possibility of arranging a scheme for amalgamation or reconstruction? 
If your answer is in the affirmative, please mahe suggestions as to the 
sort of provision which you have in mind. 

Answer . — The Chamber considers that any question of amalgamation 
or reconstruction must be left to the shareholders and the other creditors 
of the particular institution. 

Question 10. — It is complamed that the cost of liquidation is high at 
present. Have you any suggestion to make regarding this point and for 
the reduction of such cost? 

Answer . — The cost of liquidation is finally a matter for the Court, but 
■while this is so it ■will ordinarily depend on the circumstances of the parti- 
cular liquidation and -n’iH be affected b}' the nature of the assets. 

Question 11 — Are you in favour of making any distinction behveen 
current accounts and other deposits In the matter of protection of deposi- 
tors and do you suggest any legislative measures for the purpose? 

Answer . — The Chamber is not in favour of making any distinction of 
this natm’e. 

Question. — Do you recommend the creation of a special class of deposits - 
as distinguished from current and fixed deposits under existing system and 
tliQ passing of any special legislative measures for the protection of such 
deposits xoith a view to encouraging the investment of savings? 

Answer. — No. 

Question 12. — Have you any suggestions to make in regard to the pro- 
posal that is sometimes made that banks ivhich are really stable should 
be legally protected against unjust attacks on their stability? 

If so, please give your views as to who is to determine the cases in 
which such protection should be extended and in what circumstances, 
and also the nature of the protection to be granted. 

Ansu'Cr . — The Chamber agrees th.at it is very desirable that banks 
■which are really stable shouiil be pi'otected against unjust attacks on 
their stabihty, but it seems to them that it is a matter of very great diffi- 
culty to legislate for the purpose of giving such protection without at the 
same time interfering with the liberty of free criticism, which may be 
deserved, and the right to ■adiich is necessary in the public interest. But 
one direction in which protection might very w'ell be given to banks -n'ould' 
be the adoption of an Act similar to Leeman’s Act at home— the Sale and 
Purchase of Bank Shares Act, 1867 — which curbs speculation in bank 
shares by insisting on the numbers of the shares or stock bought and 
sold or, if there are no distinguishing numbers, the name of the registered 
pi’oprietor, being specifically stated in the contracts : in the absence of a 
measure of the kind in this country', such speculation is possible and if 
indulged in might easily induce an unjustifiable run on a bank. 

Question 13. TT'/iaf arc the various taxes paid by hanking companies? 
Do any of these taxes interfere with thr develovmcnt or amalgamation 
cf hanks ? 
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Aiisicer . — The only taxes paid by banking companies (other than 
municipal license fees and rates) are income-tax and super-tax. Super- 
tax is not payable on the first Es. 50,000 of the profits, and there might 
be cases of several small banking institutions in a district, each with 
profits below this amount, which would amalgamate and thereby strengthen 
tiieir position, but which refrain from, amalgamation because of the fact 
that the accumulated profits would in consequence be subject to super-tax. 

Question. — Have you any suggestions for modifying, removing or re- 
adpisting these taxes 2 

Answer. — Eeadjustment of the super-tax regulations is desirable so 
that the starting point should bear some definite relation to the capital 
employed. 

Q^iestion. — Do you recommend any special concessions, etc., in respect 
of particular classes of banhs, e.g., co-operative banks? State your reasons. 

Answer. — No. 

IV. — Banking Education. 

The Chamber does not propose to. answer this portion of the question- 
naire as it is considered that the subject of banking education can more 
suitably be dealt with by banking institultons and the education authorities. 

V. — General Banking Organisation and Money Market. 

Question 1. — Do you find in the present organisation of banks and tho 
money market in different parts of India any defects which are likely to be. 
remedied by — 

(a) administrative measures of Government, 

(b) legislation, and 

(c) co-operation amongst bankers themselves ? 

Answer. — ^No. 

Qtiestion 2. — Have yoti any suggestions to make regarding greater co- 
operations between indigenous banks and other hanks in India? 

Ansiver. — It would, in the opinion of the Chamber, be advantageous 
if branches of banks of first class standing were opened to co-operate with 
the indigenous bankers and assist in linking them up more directly with 
the main money markets of India and so ensure the freer movement of 
funds according to the , requirements of the district. 

\ 

Question 3. — Have you any suggestions to make with regard to the 
organisation and functions of clearing houses in India. 

Answer. — The Chamber has no suggestions to make. 

Question 4. — Have you any suggestions to make ivith regard to the 
regulation of the bank rate? 

Ansiver — In the present state of matters, the dual control by the 
Government of India and the Imperial Bank is most unsatisfactory, and 
the Chamber considers that, until a Central Banking Authority can be 
created, the regulation of the banlr rate should be in the hands of the 
Imperial Bank without interference from the executive. 
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Question 6. — Can you indicate the nature of^ frauds and malpractices 
which have been experienced by banhs in India and which have from 
time to time led to stricter regulation and restriction of credit by these 
banks thus making bona tide constituents suffer I 

To what extent have such frauds and malpractices to be attributed to 
the inadequacy of existing legal provisions and defective nature of busi- 
ness practices'} Can you suggest any change ivhich will afford protection 
to the banks against such malpractices ivithout entailing any hardship 
on bona fide customers? 

Question 7. — Have you any suggestions to make with regard to banking 
-organisation m India by which . — 

(a) the cost of management may he reduced^, 

(b) the rates of interest on advances can be brought down, 

(c) greater stability of hanks can be assured, and 

(d) the cash resources of the various hanks can be mobilised to 

meet any emergency or unexpected situation that may arise} 

Answer . — In the opinion of the Chamber, these are questions to which 
the banks themselves are in the best position to reply. 

Question S. — Considering that the dividends of established hanks are 
fairly high, what in your opinion prevents more capital being invested in 
the expansion of existing banks or the establishment of new banks'} 

Answer . — Although the established* banks pay iairly high dividends, 
the money to pay these is earned not only on the capital of the banks, 
but on the capital plus the accumulated reserves built up as a result of 
many years eonseiwative working. Where existing banlrs of strong finan- 
cial standing are established, they cater fully foi the trade, and there is, 
therefore, no inducement to establish new banks. The Chamber considers 
that, if the old-established banks required to increase their capital, the 
amount of new capital wanted would be reachly forthcoming. 

Question 9. — Bo you support the suggestion that banks in India do not 
find a sufficiently large number of hills against which they could make 
advances and that this particular instrument of credit of which the banking 
systems in other countries make large use is not available in sufficiciit 
quantities in India'} If so, what are the causes of this and what remedies 
do you suggest ? 

Answer . — ^It is the view of the Chamber that there are not sufficient 
suitable bills for discount to appeal to the banks, and the reason this instru- 
ment of credit is not freely used in India is the difficulty of ascertaining 
here the financial standing of the signatories to a bill. 

Question 10. — Have you any suggestions to make regarding the organi- 
sation of the Indian Money Market with reference to settlements on stock 
and produce exchanges? 

A?! siaer.— The Chamber is against settlements, and prefers the system 
now existing in Calcutta, where there is no settlement, but stocks and 
shares, and produce, arc payable on delivery. 

'Question 11. Can you describe the relationship that now exists in India 
between the banks and the various classes of brokers, such as finance 
brokers, hundi brokers and exchange brokers? 



Answers . — The banks and the various classes of brokers ordinarily work 
according to rules mainly through estabhshed associations, and as far as 
the Chamber knows the procedure is quite satisfactory. 

Question 12. — Have you any information regarding the general agency 
business done by banks in India for their constituents? 

Answer . — ^No. 

Question 13. — How far have hanks hi India found the , maintenance of 
their own godowns successful in meeting, the trade requirements of their 
constituents ? 

An steer. — The Chamber believes that this arrangement works satisfac- 
torily ; if necessary, the banks are always prepared to take further accom- 
modation to meet the requirements of the trade. 

Question 14. — Have you any suggestions to make for augm enting the re- 
sources of banks so as to enable them to afford further facilities to com. 
merce, industry and agriculture? 

Ansioer. — As has already been indicated, the resources of the banks are 
adequate to their present needs, and if they required more capital this 
could be obtained without difficulty. This being so, the Chamber has no- 
suggestions to make in reply to the question. 

Question 15. — To what extent has the Imperial Bank of India been 
serviceable in the past — 

(a) to the main industries of India, such as cotton, coal, jute, 
metals, sugar, electrical undertakings {including hydro-electric 
projects * 

(h) to the movement of crops; 

(c) to the exchange banks; 

(d) to ordinary banks — Indigenous and joint-stock ; 

(e) to the Indian States; and 

(/) to the Indian Provincial Governments ? 

Ansioer . — (a) By making advances, when required, as working capital 
against stocks. 

(b) By making advances against railway receipts against stocks in 
transit, and by making advances against stocks held upcountry in godowns. 

(c) and (d). By acting as bankers to the exchange banks and the indi- 
genous banlrers, and by conducting the clearing house. 

(e) and (/). The Chamber has no information on these points. 

Question 16. — To what extent has the Imperial Bank of India been useful 
in regard to the liquidation of other banks? 

Ansioer. — ^In the opinion of the Chamber, the Imperial Bank has given 
assistance in reference to the liquidation of other banks to the full extent 
that could reasonably have been expected, with due regard to sound banking 
'methods. 

Question 17. — Have you any views regarding the present position of the 
Imperial Bank of India and the position it should occupy in the future ? 

Answer . — Until the Chamber knows what is to be the Central Binancial 
Authority of the country, it is not possible for them to give an expression 
of opinion as to the future of the Imperial Bank. 

Von. n 2 o 
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Question 18. — What facilities and concessions has the Imperial Bank 
of India enjoyed from Government, municipal and other corporations and 
Indian States? 

Should all these be continued or restricted? 

State if in your opinion joint stock hanks in India should also he 
afforded similar facilities and concessions. 

Ansiver. — So far as the Chamber is aware, the main concession which 
the Imperial Bank has enjoyed from Government is the maintenance ot 
Government balances. 

The Chamber has no information regarding any facilities enjoyed by the 
Imperial Banlc from corporations and Indian States. 

The question of whether such facilities and concessions as are enjoyed 
should be continued will depend on the final decision come to regarding 
the question of a Central Reserve Bank. 

In the opinion of the Chamber, joint stock banks in India should not 
be afforded similar facilities and concessions. 

! 
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No. 48. 


Statement of .evidence sulbmittecl by the Bengal National Chamber of 

Commerce, Calentta. 

I. — ^Indtjstbial Banks' and Cebdit Facilities bob India’s IVIain 

Industeies. 

Q. 1. Regarding credit facilities available to the industries the Commit- 
tee of the Chamber would confine their observations to such of them as are 
available to the tea gardens and a feAV other industrial establishments managed 
and controlled by some members of the Chamber. The tea gardens belonging 
to individual proprietors have to depend on loans for supplementing personal 
investments both for capital expenditure and working funds. The loans are 
obtained generally from Marwaries and other Indigenous bankers against the 
personal security of the proprietor although in some cases such personal liabi- 
lity is coujiled with a mortgage of the garden property. G ardens yielding annual 
crojis may obtain accommodation against hypothecation of crops for meeting 
current expenses from brokers whose methods of operation are described later. 
The rate of interest charged for the loans by indigenous bankers varies 
according to the credit position of the borrower ranging from 12 per cent, 
upwards to more than 20 per cent. In cases where it is jmssible to obtain the 
loans from loan offices, some of which have distinguished themselves by their 
participation in the finance of the tea industry, the interest charges are 
considerably lower. I he conditions of the loans obtained from the banks 
are very much the same as for those provided by indigenous banl<ers except 
that one of them, viz., the Jalpaiguri Banking and Trading Corporation, 
Ltd., grants loans even against hypothecation of crops. 

As for the gardens owned by companies the Committee have information 
regarding only such of them as belong to companies registered in India with 
a rupee capital, some of these being members of the Chamber. The companies 
can hardly raise enough share capital to meet their heavy capital outlay and 
have to take loans for carrying through their operations since laying out the 
garden till after the end of 4 to 5 years when plucldng is begun. During this 
period of development the loans are generally obtained from either indigenous 
banliers or from loan offices of which mention has been made in the previous 
paragraph. These loans are secured usually by personal guarantee 5f some 
directors, but sometimes gardens are also mortgaged as collateral security. 
Loans for meeting current requirements are obtained by the established 
gardens against hypothecation of crops from a few reputed firms of brokers in 
Calcutta. The latter do not actually advance the money from their own funds 
but merely act as an intermediary on behalf of the constituent gardens for 
obtaining the loans mainly from the Imperial Bank of India. Thej’^ stand 
■ guarantee for the loans provided by the latter and undertake to sell the hypo- 
thecated crops which have to be consigned wholesale to them. The crops 
brought down to the Calcutta Port are put up to auction and the sale-proceeds 
are employed first for paying off the Joans guaranteed together with interest, 
usually 7 per cent. The residue left over is forwarded to the garden after 
deduction of commission charges varying from 1 to 2^ per cent., 'due to the 
brokers. 

Some of the gardens depend on their managing agents for finance as well 
as for the sale of their crops. The loans in such cases are freely provided 
whether for capital expenditure or for current expenses and the security 

2 a 2 
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usually takes the form of a mortgage of the garden or hypothecation of crops-- 
according as the loans are taken for capital expenditure or current hnaneial 
reqiurements. The managing agents combine in fact the functions of a 
financing and a selling agent. 

Regarding the adequacj^ or otherwise of the facilities thus available to the 
tea industry it has been brought to the notice of the Committee that the loans 
have to be rather dearlj’- paid for specially when these are obtained from the 
indigenous-banlcers. These banleers not only cover their loans by the double 
security of mortgage and personal guarantee but also stipulate "occasionally 
for a commission on sales which together with the interest is calculated to- 
yield a very high rate. This is specially true with reference to cases where 
the gardens being newly started cannot either a 2 )i)i-oach the selling brokers 
or the few loan offices with limited funds, bareJy enough to mind the loan 
proposals ot first class gardens. U'he directors who may have already made 
large advances to the gardens, as in fact they often do, imtuially hesitate to 
incur fresh obligations b 3 '- personally guaranteeing any fuithtr loans for the 
gardens. These gardens, again, cannot apiwoach any well-established firms 
to act as their managing agents, whose chief functions, as has aheady been 
mentioned, are those of financing and selling agents. The plight of the <midcns- 
precludes tire possibility of any ne\v flotation of shaics. Eventually these 
have to go into liquidation though they may have prospects of yielding eiops 
in a couiDle of years. 

In the opinion of the Committee the e.xisting machinery of industrial- 
finance having failed to take care of such cases some other agency has to be 
devised having better equipment for more adventurous methods of investment.. 
Such agency can most fittingly be an industrial bank regarding which further 
observations are made in rcpl^f to question No. 4. 

Besides jute, coal and tea, there are many industries in Bengal which 
though less prominent than these in respect of both their magnitude of opera- 
tions and investment of oajrital, are firirly organised, fai’ exceeding both tea 
and jute in numerical strength and involving some special problems of their 
own from the financial point of view. The category of these industries com- 
prises establishments like rice mills, oil mrlls, hosieries, soap factories, etc. 
Most of them are being run on individual pi-oprietory basis, the ovmer bring-- 
ing in his own capital for meeting the initial cajfital outlay such as is necessary 
for acquiring land, setting up the factorj^, piu’chasirrg machinery and raw 
materials and providing other equipments. The limits of the personal invest- 
ments of the proprietor are very often readied with the amount invested for 
initial capital expenditure and loans have to be taken for meeting deficiencies 
in the worlcing funds. Such loans are obtainable at present only from the 
indigenous bankers who advance money against hundis coupled almost in- 
variably vnth sorne form of collateral security. The rate of interest charged 
for sucli ioaiis Vciiicsiound tlienieun of 18 per cent, ciccordiiig to tlie credit 
position of the borrower. rThe rate must be considered to be inordinately high 
for industrial purposes but the worse feature of the finaime of these indiistries- 
is that loans even on such terms are not always available readily to aU the 
borrowers. 

Even such of these industries as arc owned and managed by joint stock 
companies do not fare better by virtue of then corporate organisation, at 
least m the matter of obtaimng finance. Tlie realisations from their share 
flotations do not enable them to meet all the capital requirements and their 
dependence on outside finance is no less marked than in the case of similar 
estabhshments owned by individual proprietors. Loans are available to the 
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■companies only when some directors agree to pledge their personal guarantee 
as cover in cases where no collateral mortgage of some real property 
is demanded by the financing agent. Generaliy, such loans are obtained 
from the indigenous bankers who charge the same rate and stipulate the same 
conditions as are demanded from and imposed on the borrowing individual 
proprietor. 

With a view to remove these drawbacks and provide better financial 
facilities to the* various middle-sized industries along vith others carried on 
as a subsidiary occupation vith agriculture, the Committee of the Chamber 
suggested in their memorandum submitted to the Bengal Provincial Banking 
Enquiry Committee that a State Aid to Industries Act on the lines of the Madras 
and Bihar and Orissa Acts should be passed in this province retaining the dis- 
tinctive features of the Bengal Industrial Development Bill of 1928 which has 
.since been dropped. The Committee did not then make any observations 
with regard to the financial requirements of the large organised industries 
which were supposed to be lying outside the scope of the enquiry of the Pro- 
vincial Committees escept putting forward the svggestion that these industries 
were to be taken care of by a distinct type of industrial banks designed specially 
■for the purpose of financing large industries. The Committee of the Chamber 
would now take the 02)portunity of^amplifying their statement with a fmther 
proposition, viz., that the industrial banks, when set up, will have large scojje 
for business for financing even the middle-sized industries which can hardly 
de2)end on direct State assistance for meeting all their financial requirements, 
though the same may be of considerable hclf) to some of the struggling indus- 
tries. 

Q. 2. It has been observed in reply to question No. 1 that the entire output 
of tea gardens belonging to Indian ijroprietors or companies is brought down 
to the Port of Calcutta for auction sale through firms of brokers. The latter, 
as has been already stated, jirocure loans mainly from the Imperial Bank of 
India against hypothecation of crops coupled with their personal guarantee to 
provide their respective constituents Avith working funds. The production 
and movement of tea, therefore, may be said to be financed considerably by 
■the brokers’ firms mostly through; the Imperial Bank, although there are such 
other financing agents as the indigenous bankers, a few loan offices and 
managing agents to which reference has been made in 'the foregoing reply. 
Deference has also been made to the methods by Avhich the various middle- 
sized industries of the proAunce are financed. NoAA*heie do the middlem-'’n 
play any important role Avith regard to tfio financing of the industries. Only 
the managing agents in so far as they act as commission agents with reference 
to industries like tea do take an actme part in financing their own constituents. 
The financial help rendered by managing agents is no less marked in the other 
tAVO most important industries of Bengal, viz., jute and coal. 

The use of any industrial pajier in this province is practically unknown. 
•Occasionally title deeds .are used for raising money by creating an equitable 
mortgage. Cash credits and loans for replenishing working funds are obtained 
from the big joint stock banks by established industries like jute. The 
instrument most extensively used, howeA’-er, is the which to all intents 

and purposes is a promissory note conveying or creating no lien over any stock 
■or commodity. The use of such instruments is most widely in vogue among 
the middle-sized industries and to some extent among the Indian proprietors 
•of collieries. Some of the 'middle-sized industries find it possible to secure 
advances from banks against bills dravim upon railways and GoA^ernment 
■offices for sundry requisites supplied to them. 
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Generally speaking, the importing manufacturers have to procure th 
finance for indenting necessary articles of manufacture. Only in some cases 
however, accommodation is provided by some local banks undertaking to takf 
delivery of tlie consignment on behalf of the manufacturer and giving the 
latter the facility for taking part delivery against part payment. 

lUegarding the methods by which the credit facilities maj' be improved 
and extended some suggestions have been made in reply to the preceding 
question. The jute mills being invariably started with large capital and having 
easy recourse to the banks for temporary accommodation do not raise any 
serious j)robIem with regard to their finance. The tea industry occupying 
a less favourable position than jute has the advantage of obtaining advances 
against hypothecation of crops. Similarly, the coal industry which relies on 
occasional loans against Jmndis is comparatively immune from the pressing 
need for outside financial help. The bulk of other industries, however, suffers 
from proverbial want of financial facilities w’hich has so long thwarted the 
many-sided industrial development of the province. The extent of the 
dependence of these industries on the indigenous bankers, charging often 
a rather exorbitant rate of interest, proves beyond doubt that the existing 
banks alone are not a dependable source of industrial finance. The Imperial 
Banic of India, as at present constituted, cannot undertake greater respons- 
ibility ^vith regard to the financing of industries, being debarred from making 
any advances for a period extending over six months inspite of the fact that it 
commands large sources of loanable capital. The only solution of the problem,, 
therefore, seems to be that a distinct type of industrial banks should, as already 
suggested, be set up in all the provinces concentrating their operations maihly, 
if not exclusively, on the financing of established as well as new schemes of 
industrial enterprises. 

Q. 4. The reluctance of exi.sting banks to finance industries may be traced 
to several causes. Firstly, the banks themselves are ill-equipped for the purpose 
of undertaking regular finaivce of industiies and they are distinctly of a com- 
mercial character and as such competent to grant only short term loans. 
Secondly, their hesitancy in granting loans for even short periods is mainly 
due to the uncertain prospects of industrial investments in this country trace- 
able to no mean extent to the fiscal and currency policy of the Government of 
India. Thirdly, with a few exceptions most industries, specially those floated 
on a joint stock basis, have often a rather two meagre capital to make then’ 
loan proposals attractive to the banks. The result has been a paucity of 
regular finance which alone can lead to a steady industrial development of a 
province or country as the case may be. 

It appears imperative, therefore, that some other efficient devices should 
be found out for the financing of the industries alone and the one that is being 
adopted in all progressive countries is the establishment of a sufficient number 
of well organised industrial banks. Such banks wifi, not be confronted at every 
step with the calls of their depositors, bemg mainly dependent for their opera- 
tions on the large amount of paid-up capibal, the debentures issued and the 
loans, domestic, and foreign, floated. 

The Industrial Commission reporting so early as in 1918 recommended 
the immediate establishment of industrial banks and were of opinion that “ an 
industrial bank should possess a paid-up share or debenture capital high in 
proportion to its total business ; it should observe the usual precautions in 
not allowing too large a share of its funds to be used for the benefit of any singel 
interest or group of financially inter-dependent interests ; its loans on plants, 
buildings and land should bo carefully considered and should be limited in 
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eacli case, tlie larger portion of its industrial business should be confined to 
the provision of -working capital ; it should provide initial capital -^’iHi caution, 
at any rate during its opening yeai-s, and should not itself at first attempt 
to float companies, though it may advise and assist in other -ways persons -who 
propose to do so. The main factor of safety in an industrial bank is Ihe judi- 
cious limitation of each class of business to its proper proportion ” (para. 
291 — Report), 

While it is possible not to agree -with all that has been said by the Com- 
missioners, their recommendation in favour of the estabhshment of a number 
of industrial banks in this country merits whole-hearted support, and it is much 
to be deplored that though about 12 years have passed since the submission 
of their Report, not a single industrial bank, properly so called, has been estab- 
lished and the problem of industrial finance has remained as acute as, if not 
more than, ever. Capital is proverbially shy in India, and while it may be 
conceded that the mere establishment of a large number of industrial banks 
■will not by itself be able to attract the hoarded wealth of the community, 
it -will at least be able to mobihse all the available money which is at present 
utilised in other and less useful ways. The industrial ba:^s will also, if neces- 
sary, be in a position to float foreign loans and thus augment their resources, 
which thej'- will be able to place at the disposal of the needy domestic industries. 
Besides, by closely supervising the business of the industrial firms financed 
by them and also guiding and advising them, when necessary, these banks 
■will ensure not only the sound and efficient management of the enterprises, 
but will also create confidence in the minds of the investors, thereby inducing 
them and others to divert their surplus funds to the industrial enterprises. 

Regarding the number and constitution of the projjosed industrial banks 
in this country the Committee of the Chamber/ w^ould suggest that there should 
be at least one of them in each major province with a minimum paid-up capital 
of 1 crore out of an authorised .'capital of 3 crores of rupees. Branches of these 
banks may be established in compact industrial areas situated at a distance 
from the centre where the head office should be established. In Bengal, for 
example, industries like tea, jute and coal are localised to a remarkable 
degree. The tea industry comprising several hundred gardens is concentrat- 
ed on areas in and around the Jalpaiguri district. The coal industry is clo.sely 
associated -with Ranigunj and Jharia fields in Bihar, but the companies 
controlling it have been registered in Bengal. Jute mills are all situated 
in the suburbs of Calcutta. It may be found convenient to open two branches, 
one at Jalpaiguri and another in or near the coalfields, the head office in Cal- 
cutta undertaking to serve the jute mill areas. Other branches may be opened 
in places which may have a steady and continuous demand for loans from a 
large number of localised industries. 

The capital of industrial banks should be subscribed by the public 
and to some extent by insurance companies. Government should 
guarantee a minimum return of 5 per cent, on the capital so long as the banks 
are not able to earn any profits. The shares of the banks should be kept open 
for subscription for a period of six months, after which the whole of the unsold 
portion of the total amount issued should be token over by the Provincial 
Government to be disposed of by them, as and when, necessary and possible. 
The banks should also be permitted to issue debentures both domestic and 
foreign up to the maximum amount of ten or fifteen times their paid-up capital. 
Such debentures should be exempted from all sorts of taxes and should also 
be made trustee securities eligible for subscription, among others, by insur- 
ance companies. 
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Insurance companies are iiolders of large amounts of capital ■wMch. 
they generally utilise in buying Government securities. Very feAV of them, 
if any, invest their monies in helping production both industrial and agricul- 
tural and the surplus wealth Avhich they anyhow draw to themselves k lost 
to the community by not being so invested. They should, within limits, be 
permitted and even encouraged to place a portion of their funds in the hands 
of industrial banks, to be invested by the latter in financing new or old 
industrial enterprises. If Government guarani ee a minimum rate of 
interest and declare shares and debentm-es of industrial banks eb'gible 
for subscription by insurance companies, and if, moreover, they control 
the operations of the banks in the way best suited to the interests of the people, 
there is no reason why insurance companies should not come forward and 
help the industrial development of the country in the way suggested above. 
There may be very good reasons which have so long prevented them from in- 
vesting their funds in particular industries, hut if the above precautions are 
taken, the more farsighted among them -will perhaps find it worth while to 
join the industrial banks either as ordinary stock holders or as debenture 
holders. If necessary, provisions might be made by which they may be repre- 
sented in the directorates of the banljs. Similarly, there are various trusts 
which may be permitted and encouraged to invest at least a substantial portion 
of their funds in the proposed industrial banks. 

Regarding the functions of these industrial banks the Committee of the 
Chamber would further suggest that, whenever necessary and possible, these 
banks should help all the existing industries, large and small, as well as new 
industrial propositions ; but before doing so, they must be satisfied not only 
about the soundness of the schemes of the new companies, but also about the 
schemes submitted being carried out by really honest and capable persons. 
They should also retain substantial control over those firms which they would 
thus help or promote. In the opinion of the Committee the intimate relation 
of German banks to industries provides an example, which may be emulated 
in this country as well, for fostering industrial development. 

The banks should also have special departments mamied by experts and 
trained men whose bu.siness will be to examine all the schemes of their clientele 
and also to advise them whenever they may require it, and even sometimes 
volunteer advice and counsel, which it should be the duty of other depart- 
ments of the banks to compel the bon-otving firms to accept and carry out. 
The influeD''e which German and other continental banks exercise over the 
industries mayinthisconnexion be recalled. Even in England, where the hanks 
bare so long considered industries to be outside their jurisdiction, a move- 
ment has been set on foot for bringing their relations to industries in confor- 
mity ndth the practices prevalent elsewhere. When any existing company, or a 
group of persons intending to float one, would approach the provincied indus- 
trial bank for the necessary capital, the bank, if satisfied about the soundness 
of the sch iines and the honesty of the “ managers ”, should under^vrite the 
whole amount of the capital and, besides subscribing a substantial portion of 
the shares, undertake to sell the rest subsequently as the company secures 
public confidence. The bank should also be permitted to advance, when 
necessary, long term loans on the mortgage of the borrowing firms’ assets, 
provided, of course, it is at the same time allowed a strong representation on the 
directorate of the firUi or company. 

Regarding the non-major provinces, some such system as has been adopted 
in America may be e.stablished in India also. Under the Federal Reserve 
System, and also under the Federal Farm System, the whole country has been 
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■divided into twelve reserve districts, and also into twelve farm districts, one 
district of each set comprising one or more or even a part of one of the terri- 
torial States, the criterion of division being in both cases a strict reference to 
all relevant factors, geograj)hie and economic, with a view to attaining a true 
economic balance. If the non-major provinces of India be divided similarly 
into a number of “ districts ” not necessarily coinciding with the adminis- 
trative divisions, but according to the industrial developments, needs and pros- 
pects of such districts, and if a separate industrial bank be established in the 
most suitable place of each of such “ districts or more property called divi- 
sions, the problem of financing industries for the whole country would be very 
easily solved. • Branches of these “ divisional banks ” may as in the case 
of the provincial banlrs, have to be established at various centres of industrial 
importance wnthin their regional limits. The creation of only one central institu- 
tion in the capital city of the major provinces or centres of the proposed “ divi- 
sions ” will not obviously be of much help to any person or body qf persons 
in the mofussiJ, intending to start a small or middle-sized industry, but unable 
to do so for want of sufficient block or working capital, for it is almost certain 
that the provincial or divisional bank will consider such proposals too insigni- 
ficant and rather too numerous even to be taken into serious consideration. 
On the other hand,it cannot be denied that at present there is hardly any scope 
ior the establishment of an industrial bank in each of the administrative dis- 
tricts of all the provinces of India. 

The scheme set forth above is primarily designed for establishing such 
financing agents as may have the necessary equtyment for providing the in- 
dustrial enterprises with their requirements of fixed or block capital which in 
effect call for long-term investments. 

As regards the working capital of the industries, the number and resources 
of joint stock banks in Ind’a are admittedly quite insuffic’ent even for meet- 
ing these current needs of the industries. Eor Ihis purpose, the Committee 
of the Chamber would suggest that the system of licensed warehouses should 
be instituted. Firms requiring temporary accommodation would store 
their raw>- products or manufactured articles in these warehouses and the 
receipts issued against them should be used as collateral for loans which 
•commercial banks would be able to make on the strength of covered bills. If 
the proposed Central Reserve Bank is empowered to rediscount these bills, 
when they have only about fifteen days to run, a corresponding portion of the 
burden wdll be borne, wdien necessary, by that institution, and industry will 
find the means for securing requisite accommodation. If the industrial banks 
should find themselves in possession of funds in excess of their long term com- 
mitments, there would be no objection to their investing them in furnishing 
short term credit to commercial firms. 

The main function of industrial banks should, however, be to provide 
fixed or block capital to the new or old industries, and the recommendation of 
the Industrial Commission, that the larger portion of the industrial business of 
industrial banks should be confined to the provision of w^orkiug capital, 
does not merit approval. 

Suggestions have already been made as to the nature and extent of the 
help which Government should extend to these banles. In return for this, 
4ind in order to ensure that the investments by the hanks are made in such a 
way as not to be prejudicial to the interests of the general pubh'c, Govern- 
ment should reserve the privilege of adequate representation on the directorates 
of the banks, which should also consist of representatives of the financial 
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commercial and industrial interests of tlie resi^ective areas served by them; 
shareholders, of course, should have a proportional representation. 

Statutory obligations and restrictions should be placed on the business 
of the banks regarding the extent of investments in particular industries or 
group of industries, and also regarding the “ national ” character of the indus- 
trial enterprises receiving help from the banks. Limit, for instance, should 
be laid down on the extent of non-national participation in the share capital 
of the industries which the banks may be called upon to finance, and also in 
that of the industrial banks themselves. 


II. Linanob of Pokeign Tbade. 

Q. 1. „Tho financing of foreign trade in India is at present an exclusive 
function of several non- Indian exchange banks of various nationalities, vdth 
their head offices shuated abroad. These banks are A'ery strongly organised 
against other banldng agencies and their enormous capital resources make it 
impossible for all but an equally formidable institution to enter the field 
of exchange business, which the established banks have come to regard as their 
prhdlege sphere of bushicss. The non-Indian character of these banks pre- 
cludes the possibility of bringing their actions into line vdth the dictates of 
national interests and has, naturall3^ created a bias against the children of the 
soil leading the banks to confer some distinct advantages on the non-nationals 
carrying on either export or import trade in India. The difficulties confronting 
Indian traders are directlj’’ traceable to this bias and differential treatment 
accorded to various sections of the commercial communily. The Committee 
of the Chamber have received information from some members that without 
confii-med bankers’ letter of credit from abroad, no credit facilities are avail- 
able from any important banks in Calcutta. The reasons assigned for such a 
serious handicaj) arc ; firstly, the predominance of European officers in the 
banks, and secondly, the non-existence or insufficicnc^y of Indian banks. As 
a rule, for the shipment of food products such as rice, tea, spices, etc., 
confirmed bankers’ credit is not available and business is done gonerallj’^ after 
inspection at the port of destination, ?.c., the port from which the export is 
made. The Committee of the Chamber are of opinion that as the profits 
in such business seldom exceed 5 per cent, the banks can, if only the5* like, 
safely finance 75 to 80 per cent, of the A'alue against shiiqfing documents and 
also against other securities, if necessary. 

Q. 2. The credit instruments which are used in this country in relation to- 
foreign trade have nothing of the nature of any remarkable characteristic of 
their own. In fact these comprise the commonly known bills of exchange and 
bills of lading. 

Regarding facilities for clean credit, it has been brought to the notice of the 
Committee that when confirmed letters of credit are not available and, when 
drawers have to draw not on the bank of the drawee but on the drawees them- 
selves, banlcs in Calcutta generally refuse to allow any credit facilities to- 
Indian merchants but vdll only take the documents for collection. Here again 
the Committee have noted an unmistakable bias against Indians, as the above 
method of operations limits, in effect, the trade by clean or documentray 
credit, to European merchants alone. 

Q. 3. Regarding the existing storage facilities, it has been suggested to 
the Committee by some members of the Chamber that bonded warehouses- 
should be established by Port Commissioners, where cargoes can he stored 
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■without paying the heavy and unnecessary chaiges made by banhs on account 
of transportation and insurance. It is contended that the charges of breakage 
under .such arrangement will be considerably minimised. Another suggestion 
has also been put forward that some bonded w^arehouses should be. declared 
free port warehouses, where facilities would be provided for storing goods 
without paying custom duties in advance. 

in. RequI/Ation oe Baukikg, 

Q. 1. The Committee, of the Chamber are in favour of audit and examina- 
tion of bank accounts by exa minersjbut they would suggest that such a scheme 
should provide for a parallel audit along with that carried on at present by 
professional accountants and auditors. The proposed examiners should be 
appointed by the Finance Member of the Viceregal Council working in conjunc- 
tion vith an Advisory Committee. The Committee should consist of members 
representing interests connected with agriculture, trade, industry and bank- 
ing. The chief executivCNof the Central Reserve Bank should be an ex-officio 
mhmber of the said Committee. As there are no all-India organisations for 
apiculture and banking at present, members representing these interests may, 
for some time,be nominated by the elected members of the Central Legislature 
■under specified rules, drafted specially for the purpose. The number of mem- 
bers will have to be ascertained after a careful examination of the claims of 
various interests in order to ensure that all of them are fairly represented on 
the said Committee. The Committee of the Chamber would, however, observe 
that the ajjpointment of the proposed examiners should not signify a mere 
duplication of the audit of banks which is now being carried on by professional 
accountants quite satisfactorily, except in rare cases of connivance ■with frauds 
committed by those responsible for the actual management of banks. The 
function of the examiners, acting under the Finance Department ■vith a special 
Secretary for the new portfolio, will be, in the main, executive with po'wers to 
carry out the policy, initiated and sought to be imposed by the Finance Member 
as advised by the Advisory Committee. Many of the functions of the exami- 
ners will be such as devolve on the Associations of Bankers in other countries, 
specially those of Cahada and Australia. In India the conflicting interests of 
various groups of banking institutions preclude the possibility of the volun- 
tary establishment of any comprehensive association, to wkich the many im- 
portant functions of bank examiners could be safely confined. The appoint- 
ment of such examiners, therefore, will mean for the banlcs a certain degi-ee of 
outside control which, in more favourable conditions and under a better system 
of banking organisation, may be justly resented by the banks for 'uLich the 
examiners are proposed to be appointed. 

As it is not proper that the appointment of examiners should entail 
any fresh financial burden on the banks, and further as the examiners are pro- 
posed to be ax)pointed admittedly to promote some national interests vith 
reference to banking, the Committee would suggest that the remuneration of 
the examiners should be paid up out of the exchequer of the Central Govern- 
ment. 

Among the qualifications of the bank examiners, the greatest importance 
should bo attached to the fact that they are fully conversant with the theory 
and practice of banking, and ca,pabie of taking a comprehensive view of 
things in their relation to varying conditions. In fact these examiners will be 
the agents of the Finance Member w'orking on the field. A detailed list of 
functions which may be conveniently allotted to such examiners has been set 
forth, at length, in Chapter VII of Mr. B. T. Thakur’s book entitled “ Organi- 
sation of Banking ” (2nd Edition, 1929). The Committee endorse, the scheme 
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propouaded by Uie author in the books, with certain reservations. They do 
not consider it safe that the examiners should be vested with such plenary 
powers of control as have been advocated by Mr. Thalcur. 

Q. 2. The Committee do not approve of any restrictions on business, 
which may thwart the development of banking in the country. There are some 
limitations, however, which may be advocated on the ground that they_ vdll 
inspire greater confidence in the customers, and enhance the volume of business 
so as to make the limitation acceptable to the banks in the long run. Such 
limitations refer, in the case of commercial banks, to the requirement of main- 
taining a minimum percentage of cash reserve and further to certain conditions 
controlling the grant of advance to the directors, or to concerns in rvhich such 
directors may happen to be interested. Provisions may also be made for 
ensuring the liquidity of investments. 

The restrictions to w’hich industrial banks ■will have to he subjected 
have been already referred to. 

A certain degree of control ivill undoubtedly hare to be exercised over the 
•Central Reserve Bank by enforcing restrictions similar to those now imposed 
•on the Imperial Bank of India , particularly wdth regard to its investment policy. 

Q. 3. In the oiiinion of the Committee the use of the word “ bank ” 
should he confined to corporations registered in and outside India. In a 
country like India, where the average man is quite innocent of the technique 
of banking, particularly such of them as have a direct hearing on the rights 
and liabilities of banks, it is not without some meaning that indiscriminate 
use of the term “ hank ” should be prohibited by law. Tire restriction of the 
use of the term to registered corporations would at least assure the depositors 
and other creditors of the banks that such institutions are open to periodical 
inspection by expert officials and professional accountantc. 

Regarding private firms in India doing banking business the Committee 
would suggest that such of them as are xu'eirecred to accept the scheme of official 
inspection and undertake to submit periodical retui’us regarding tlieir state of 
affaws may be granted the pri-vilege of using 1he appellation “ banking com- 
panj’' ” to distinguish them from the registered corqroi utions previously 
referred to. 

As to the Indian branches of foreign firms and companies doing banking 
business in this country, the Committee are of opinion that these should be sub- 
jected to the same provisions of law as the exchairge banks, regarding which 
further observations are made in reply to question 5 below'. The r-eslrictions 
contemplated above should be embodied in a special Bank Act; the provisions 
whereof should be enforced bj^ the banlc examiirers. The latter may be vested 
with some special powers to deal with eases -which are not. sufficiently covered 
by the existing legal enactments like the Indian Penal Code, the Indian Com- 
panies Act, etc. The Committee would, however, insist that the bank exami- 
ners should in no case be authorised to override the powers of the existing 
judicial authorities by taking much of the executive potver into their own 
hands, but should, rather, make it a point to take advantage of the judicial 
machinery for checking infringements of latv for which adequate provisions 
will have to bo made in the Bank Act itself. 

Q, 4 th-d. The la Issez fairs attitude of the Government of India to all prob- 
lems of banking has seriously affected the prospects of indigenorrs hanks, by 
enabling their foreign competitors to create enormous vested interests over 
which they are now sitting tight. This has been primarily responsible for the 
fact that any Indian bank, however well managed it may he, finds it extremely 
difficult to take over the exchar^e business which is yielding enormous profits 
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to non-Indian companies year to year. Kowhere except , ptrLaps, the United 
States ot America jnior to tlic passing oi the Ucdcial Itescive Act of i9]3, ]jas 
any Government viewed unconcerjied sucli u lucrative branch of the bank- 
ing business being persistently monojjoJised by non-national concerns. Even 
the United States of America have lately become conscious of the national loss 
which accruesfrom an attitude of indiflcience to such questions of foreign mono- 
jroly, and to-day the foreign banks and their branches in the United States are 
hedged in with various limitations. EJic Amc-rican example sirculd open the 
eyes of the Government of India and be a source of inspiration to the latter for 
removing their hesitane 3 ' with re gard to a poliej' of active interference. 

It is not, however, the examples of foreign countries alone vhkh lend 
support to the contention that the operations ol foreign banks in Ir oia shculd 
be brought under control. There are some special features in the present hank- 
ing organisation of the countij' which call for .sonre sort of Government inter- 
ference. Firstly, as pointed alcove, it directly eonfiiets vith the interests of 
national econoinj' that the exchange- business should perriiancntl}* remain a 
piaciier.l monopoly* in the harrds of foreign in.stitutions ; so it is meet and proper 
that this rnonopolj* should he undermined, at least, so far as it is due to any 
dilTerential advantage enjoyed hj' the foreign banks in eonrpaiisoir with Indian 
banks, b^- such measures as have been aciogrted bj- other ad\ anctd countries. 
Secondh’, a certain degree of control appears to be imperative in view of 
the fact that the exchange hanks frequerrlJy enter into competition -uith in- 
digenous banks in mallets of the finaiK e of internal tiade. In .such cireums- 
tauccs, itis more a question of equity’ than it is one of national intcrc.st that 
foreign hanks should submit to stalutorj* provisions similar to those which 
now regulate the operalioras of Indian banks, initieulaily vitii icfcrcnecto 
the prcjraiation of annual accounts, submission of returns, etc. 

A provision of fundamental importance, which sliould be made vith 
regard to the foreign excJinnge banks, is that these institutions should ho 
legally debaiTcd from attracting local deposiis,iri the same manner as has been 
adopted in the United Slates of America. 

Such and other measures of control call for the existence of a dc^lfinile 
legal enactment and a eompetertt administrative rnaf-hinery to enforce the 
provisions of tlic same. The Committee of the Chamber would suggest that 
the Finance jMember of the Viceregal Council together with the Advisory 
Committee sliould be vested with statutory powers to issue licenses, which 
alone will authorise the exchange hunk.s to caiij'" on their busiriess in Indiui 
subject to their depo.siting a statutorily fixed nrinimurn of approved securities 
whir Government, Such requirements, for special permission to commence 
or continue business, sliould not be resented by the excliarigc banks as these 
arc actuallj- in force even in such advanced countries as Japan and Ital}'. 
The licenses should be made renewable pcriodieaJlj’’, saj’ at the expiry of every 
financial j^'car, after a close sciutinj- of the fact that, the provisions of law 
binding on tire exchange bank.s have been strictlj'' complied Avitb. When 
the Central Reserve Bunk is constituted, some of tire restrictions now imposed 
on the Imperial Bank sliould be withdruAvn, provided, boAvtver, that the 
privilege, of Government dcposil.s v-itli it, is limited in size and becomes, 
therefore, subject to a much less risk than now. 

Q. 6. It is evident from the replies to the foregoing questions that a special 
Bank Act should take the place of the Indian Companies Act for controlling 
the operations of banlcs in India. There aro, of course, countries like France 
where hanks, along with other corporate institutions, aro controlled by the 
same Companies Act ; but such examples can hardly be folloAved with safety 



ia India, where adequate development of banking is not likely to be fostered 
and expedited by any measure except that of State patronage coupled with a 
certain degree of'State control. The absence of proper safeguarding measures 
has placed large powers in the hands of management, throwing many banlrs in 
highly embarrassed situations and even precipitating the ruin of some of them. 
It?ther'^fore, seems necessary that some special provisions should be made in 
the proposed Bank Act with particular refej’encc to the j)oint suggested in 
the questionnaire. 

With regard to capital, the Committee would observe that the statutory 
minimum should be made as moderate as possible, as otherwise the develop- 
msnt of banking, specially in mofussil towns, would be seriously impeded. 
Having in view the large number of loan offices in Bengal, their suggestion 
on this point that the statutory minimum of paid-up capital should not in any 
case exceed rupees fifty thousand deserves attention. Provision may be 
made that the amount of capital offered for subscription should not be less 
than 1/3 of the authorised ca^Dital and that shares should become paid-up to the 
extent of 75 per cent, within one year after issue. The question of the main- 
tenance of reserves, is, in the opinion of the Committee inseparably bound up 
with the problem of establishing a Central Reserve Banlc with which the bulk 
of the reserves of the ordinary banks should be deposited to avoid multiplicity 
and dissipation of reserves. The legal proportion of cash balance to time and 
demand liabilities should be calculated on the basis of 5 per cent, of fixed 
and 15 per cent, of current deposits. The Committee recommend further 
amplification of balance sheets, with particular reference to the investnionts 
and advances of all banks and suggest that they should furnish monthly state- 
ments of their Indian business. 

Q. 8. Failures of banks in India in recent years have been principally 
due toineflicient management, irrespective of -whelher the banks were managed 
by Europeans or Indians, as is borne out by the failures of the Alliance Bank 
of Simla and the Bengal National Bank. The inefficiency of management has 
been responsible in each case for bad investments ultimately bringing the 
banks to ruin. In the opinion of the Comiuittce the recurrence of such failures 
will be to a great extent avoided by the appointment of examiners who shall 
have to keep a constantly vigilant eye on the operations of the banks. Wliere 
banks come to grief for want of adequate liquid funds to meet an unforeseen 
demand for heavy withdrawals, timely help by the Central Reserve Bank 
providing rediscount facilities will enable them to avert a failure. 

Q. 9. The Committee of the Chamber eiidorse the view that circumstances 
at times arise Avhich demand that a bank facing difficulties should be amal- 
gamated with another more financially solvent and sound institution for avoid- 
ing liquidation, which often gives a shaking to the banking system as a whole. 
The amalgamation of the Tata Industrial Bank with the ‘ Central Bank of 
India affords perhaps the most brilliant example in this country of how the 
business of a tottering bank may be taken over by another without in any 
way jeopardising the financial solidarity of the latter. The 'Committee of the 
Chamber are aware that in all advanced -countries, the banldng system is at 
present undergoing a process of rationalisation which is reared upon an amal- 
gamation of competing banks. Such a process of rationalisation is practically 
unheard of in India and may not be favoured, by the banlis so remarkably 
individualistic in their outlook, for several j^ears to come. It is much less 
difficult, however, to induce a banli, put in a serious plight, to be merged in 
another bank, and the agency most competent to foster a movement in this 
direction is an Association of Bankers .started on the lints of those in Canada 
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and -Australia. WJi>?re reconstruction of the bank is feasible, the initiative 
and help must come from the Central Bank •which shall be a national institu- 
tion acting as a Bankers’ Bank. 

Q. 11. After "what has been stated in the replies to the x^receding questions, 
speciallj' with reference to the control of banks, the Committee of th^e Chamber 
do not cons’der it necessary that any distinction should be made between 
current accounts and other dexjosits in the matter of protection of dex>ositors ; 
nor do they have any suggestion to make for creating a sx^ecial class of deposits 
other than those known at xu’esent. 


V.— General Banking Organisation and the Money Market. 

Q. 1. Compared with tlic economical!}’- advanced countries, like Europe 
and the United States of America, India possesses at present a mcie apology 
for an mganised money market. There are banks and bankers scattered all 
over the country but no attempt has hitherto been made to regulate their 
course of action so as to allow a free scope for the fotces of demand for and 
supply of mone}’’ and credit. An organisation ainong the vatious banking 
institutions of a country is essentially necessaiy for more than one reason. 
Firstly, it provides safety to the individual banlis, in so far as it ensures reb’able 
extraneous help in times of crisis ; secondly, it impaits maximum xjroductivity 
to the banking resources of the country by proper mobilisation according to 
the need" of time and places ; and thirdly, it can effectively maintain tlie price 
level and so the steadiness of the commodity markets, by bringing all credit 
agencies under the rational control of some controlling agency like a Central 
Bank. 

In India the establishment of such a money market has been rendered 
impracticable by the absence of any central agency co-ordinating the functions 
of the various banking institutions. The central agency was for long knov/n, 
in the history of the banking world, to be equivalent to a Central Bank although 
no uniformity was claimed with regard to the oivnership and control of such 
an institution. The establishment of tire Federal Beserve Boar d of the United 
States of America practically demonstrated, however, that the functions of 
control could in a large measure be divorced from ordinary banking functions 
and vested in an administrative agency which would look exclusively to the 
broad priricixrles of financial policy and effectively carry out the same, for 
which it was to be endowed with the necessary statutory x^ov-^ers. Central 
banking has, therefore, come to denote in the modern banking literature 
either of these two systems viz : (1 ) that prevalent in England and the continent 
of Europe and (2) the American model,- Apart from the ordinary functions 
of the Central Bank, the extraordinary services of tuch an institution to 'the 
nation were demonstrated by the Bank of Japan which successfully handled 
the collapse of banking credit in 1927, and saved the financial interests fiom 
the panic which follows such crisis. 

In India, the problefn of a Central Bank is not new and it has,. for times 
without number, been pressed on the attention of Government ever since 
it was so strongly advocated by Mr. J. M. Keynes of the Royal Commission 
in 191.3. The demand was originally made for finding a solution to some 
currency problems and had little or no reference to the question of providing 
adequate banking facilities to the people at large, far Jess to that of setting 
up an institution for regulating the exjjansion and contraction of currency 
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and credit. The exigencies of the War proved the inherent defects of the 
banking system of the country and led to the establishment of the Imperial 
Bank of India, amalgamating the three Presidency Banks of Bengal, Madras 
and Bombay. The bank was, however, not endowed with the power of 
issuing notes which has been retained a monopoly in the hands of the Currency 
Department of the Government and no real control has so far been established 
by the bank over other constituents of the Indian money market. 

This lack of control over, and cohesion among, the various comtituents of 
the Indian money market was stressed by the Hilton Young Commission so 
late as 1926. The Commissioners proimsed to remedy the defect by setting, 
up a Reserve Bank which would bring all joint stock banlts within a single 
organised system. Special measures were recommended by them for tajjping 
the hoards of idle money lying scattered among the masses, which, being never 
pooled in any bank, must of necessity put a clog on the credit policy of any 
currency authority, be it a bank acting as fiscal agent to Government 
or Government themselves. The recommendation of the Hilton Young 
Commission was embodied in the Reserve Bank Bill of 1928 which was dropped 
by Government even before it could reach its final deliberative stage. 
The withdrawal of the bill has had the eflect of cutting at the root of the most 
potent factor which could bring into existence an organised money market 
in this country. 

The old controversy, as to whether a Central Bank with effective powers- 
of control should precede or follow the establishment of an organised money 
market, need create no difficulty and in fact may be ruled out of consideration 
in the light of the American cxamjfio. The Federal Reserve Act of 1913 
is a standing challenge to the laissez faire policy of English banking, in so far 
as it proves that where the control of a money market, cannot be loft to the care 
of conventions without unduly postponing the establishment of such control, 
resort may have to be taken to some special legislation for expediting the 

■ process and achieving the purpose of setting up an organised money market. 

The American example may serve the purpose of an object lesson to. 
India, as in the money market of this country lack of cohesion among 
the various constituents is even more pronounced than what it was in the 
United States on the eve of the passing of the Federal Reserve Act. The 
existing conglomeration of various banldng agencies may be transformed 
into an organised market, only if the whole subject be brought within the 
purview of some special legislation of a comijrehensivc character. Such a 
legislation, in the existing circumstances of this countiy, must provide for the 
establishment of a Reserve Bank with such, powers and functions as were 
contemplated in the ojBficial bill of 1928. No spasmodic action or piecemeal 
legislation will improve the situation, so long as the problem is not boldly 
tackled by Government. In India, the problem has gained additional 
importance in view of the fact that in this country the re-organisation of 
banking has proved itself, through failures of various experiments, to be the 
sine qua non of a permanent solution of her currency problems. The Com- 
mittee of the Chamber, therefore, cannot too much emphasise the need fo? 
establishing a Central Bank under some special statute. 

It is, horvever, futile to expect that any special legislation will by itself 
remove all the defects of the existing conditions of the money market. In 
fact its operations may be rendered ab.solutely nugatory by other conflicting 
forces. In ’India, the suecess of any banking legislation, desigired specially 

■ for the purpose of securing better organisation for the money market, can bo 





•assured only by Government ■whose, financial operations have in recent 
years been a fruitful source of disturbVitce in the money market and incon- 
venience to bona fide dealers in money and esebanpe. Such operations are 
Tclatedto Government's poliej^ regarding the flotation of' long term loons 
cina the issue of shoi't term Ticasmj^ bills. Tlie Committee of the Chamber 
are most emphatic in their opinion that unless administrative measures, 
of the Finance Department of the Govcrnmeilt of Iridio. involving very large 
amounts, be property regulated, irr accordance vilh the interests of the money 
market, no legislation 'will prove itself so resourceful as to raise it to the 
status of the organised money mar kets of other advanced countries. 

The Committee are aware that it is perfectly legitimate for Govern- 
ment to resort to the practiec of occasional sale of Trc asury hills in the market 
for makirrg up their deficiencies in ready cash, pending the collection of revenues. 
'There is rro justification, however, on the part of Governinent to pay 
unusually high rates which are often paid ; for these bills as it is, 
'Government invariably paid a rate, generally 1 -per cent., and sometimes even 
per cent, higher than the rate at which banks corrld secure deposits for a 
lilce period. As the price at ■udiich the hills Avere issued has also hern nndirty 
favourable to the investors who arc mostly the exchange luarrhs using 
Irrdiarr deposits for the purpose, their issue has resulted in making the positiorr 
of the hanks worse. Moreover, the time of issuing these bills has not always 
been very happy- Cases have occurred wdrerr. even if Government needed 
DO money, their exchange policy necessitated the sale of a large amonnt of 
Treasury bills in, the market. Such an rrnusual procedure Avas sometimes due 
also to the admittedly low cash position of Government. Their intention 
of .strengthening their cash position and their anxiety to maini-ain Ihe exchange 
at 18d. compel them not only to issue the bills at an unfavourable rate hut 
also to call for tenders on unseasonable occasions, causing much disturbance 
to the market. 

7'hat the heavy treasury bill borrowings of Government were re- 
sponsible at least -fo a considerable extent for Ihe rise in the Bank Rate last 
•October, first from 5 to 6 per cent, and then from 0 to 7 per cent., has been 
admitted even hj'' the Central Board of GoA'^ernors of the Imperial Banlr, for 
which reference, may ho made to the report of the bank for the half year 
ended 31 st December 1929. The effect,. of high rates of interests for the hills 
and of low is.sno prices, ha? been to make (he position of Uie hanks difficult ; 
they haAm boon nnahle to attract depositors A\dth lower rates of inieiest. 
The Indian l)anks AA'hich are carrying on hnsinc ss, in the face of r;om2octi1ion 
By the Imperial and exchange banks thus find another strong rival in 
■Government and it is no wonder that in the face of these odrls the banks have 
not been able to make a better .show. 

The banks have also been very badly hit by the depreciation in the gilt- 
■edg':'d securities which has partly been due to the Treasury bills policy- and 
partly to t-hc loan policy of the Government. Last year Government 
floated a rupee loan with so many attractiA-e features tagged on to it that the 
immediate result of the announcement of the loan issue Avas to depress the 
previous issues. The quantity of sueh papers in the A^ault of ordinary haiiks 
'is so great that depreciation of the security market has spirited a-way, 
as.it Avere, much of the reserves of these bairks. The money market has thus, 
in scA’^eral ways, hcerr threatened Avitb disorganisation by the operations of 
Government. The A^arious needs of Governmont arc seriously eompet-, 
dug Avith the various needs of trade, industry and agriculture for obtaining 
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mor.ey from the same limited resources of the Indian money maihct. While 
both the demands remain unsatisfied, the rate of interest and the Bank Bate 
rise up giving spasmodic shocks to the money maikt t. 

The remedy, 'which the Committee would suggest in these circumstances,, 
is that not only should the Government's financial policy he hi ought in line 
with sound economic doctrines ai:d true national interests but that 
Government should take measures to ensure the stability, under normal condi- 
tions of the prices of gilt-edged securhks and ds far as possibk try to tap the 
so-called non-money market soinces. This latt<r happened, rather accident- 
ally last year when the major part of the rcadv cash i-'mlisation of tlic rupee 
loan for Bs, 27 crores, came from the Indian States, which had so far been 
outside the j urisdiction of the money market. 

There are, of course, other non-money market sources, and it is for 
Government to explore all such souiees, so that their financial operations 
may be so carried on as to cause the least distuj ijance to 1-lie money market- 
Government should also seriously consider whether they cannot minimise 
their requirements for capital with due regard to the needs of the country. 
The Cooimittee of the Chamber would in this connection refer to the obser- 
vation of the Controller of Currency made inhisBepoit for the j*car 1923-24 
“that the Government of India’s borrowings since the flotation of the first 
Indian War Loan in 1917 (up to 1923) were for unlimited amounts with the 
result that the flow of capital into industrial or other undertakings was 
seriously restricted " (P. 20). 

While urging for legislation and proper control of the financial operations 
of the Government of India, the Committee of the Chamber arc aware that an 
ideal organisation of banking system in this country cannot safely rely on 
these extraneous factors alone. Along wilh these measures, the system must 
develop strength from within, bj’' fostering esprii de corps among all the consti- 
tuents. At present the various banking institutions are classififd under 
mutually exclusive and even competing groups. Even within the same 
group the policy of isolation is to-day’’ the rule ratlier than the exception- 
This policy of exclusion and competition has considerably undermined the 
strength of the hanking organisation in this country particularly in the 
absence of a Central Bank. As stated above, the exchange hanks form a 
close bod}'^ and do not consider it part of their duty to co-operate in any manner 
with the other banks ir India. They have no objection, for example, to taking 
loans from the latter when money is tight, hut instances where tliey’’ have lent 
money to them are very rare. Similar instances in other activities will readily 
occur to those who have watched their operations. 

So far as the ordirrary’^ Indian joint-stock banks are concerned, they 
have irot set up any organisation as yet. This has often accentuated their 
helplcssrrcss in periods of acute crisis and the time has come when, promoted 
by sheer sclf-iut crest, they’' should organise themselves into a closely knit 
group prefer-ahly on the lines of the Canadian Bankers’ Association for cli- 
mirvating rrvalrv and unhealthy competition. Absence of a Central 
Bank in Canada has hpcn responsible for the bestowal of unique powers on the 
Association of Chartered Banks such as, in this country’-, should he most 
fittrng\v d'di gated ro ijie Beserve Bank. But still there arc other features 
which may be emulated byr a Bankers’ Association in India, especially’- those 
relating to the methods of business and liqrridation of banks which have 
farled. Bore again on the lines of the Canadian example, aid of the- 
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legislation may be invoked for makirg a piovision to the effect that all 
recognised banks must become members of the Association. 

The indigenous bankers have in many places several organisations of 
their own but it i.s neeessaiy that their relation with the central money market 
should be closer and more intimate. This can to a great extent be effected 
• through the Central Bank which should provide rediscount facilities to the 
shroffs on a very liberal basis. With the general market their relation can be 
made more intimate by providing the m access to the clearinghouses, regarding 
which further observations are made in the following par agiaphs. 

Q. 3. Clearing house organisations in India are, at present, far 
from satisfactory. There are, in all, 11 of them, each in a luincipal 
city — and all of them have been set up on the English model, con- 
fining their operations only to the daily exchanges of items and 
settlement of balances among the member banks. In all cases, the 
actual working of dealing bouse institutions is conducted by cfliccis of 
the imperial Bank which provides the necessary staff. There is a committee 
for each clearing house consisting of representatives of such local banks as 
are admitted into its membership. Tlie heads of the Imperial Banle branches 
at different emrtres work as the presidents of the respective clearing house 
committees. New members are admitted after close scrutiny of their balance- 
sheets, — being proposed by one member and seconded by another and after a 
declaration by the proposed bank that it has the necessary (qualifications for 
membership. Such a rigid procedure may be conceded in view of the fact 
that the membership of clearing houses ip saddled with heavy responsibilities 
in so far as the actual clearance of balances between the various member 
banlrs is often deferred overnight, although credit is taken for balances awaking 
payment. As seen from this angle of vic'W the organisation of the clearing 
houses docs not seem to be defective. Still it is alleged that the clearing 
house committees consisting mostly of the European barrkers have some- 
times prevented Indian banking hoiises from becoming members, the small 
number of existing Irrdians on the committees being often outvoted. The 
Committee of the Chambe-r would, therefore, suggest that the alleged dis- 
crimination made against Indian banks for admission into the membership of 
cleariirg houses should be made the subject of a careful examination. 

The Enq^uhy Committee may consider the feasibility and necessity of 
extending the scope of the functions of Indian clearing houses, specially 
along the lines of Canada. The extra or diir ary functions of tho Canadian 
clearing institutions, which owe then- origin mainly to the absence of a Central 
Banlc,ma3^ not be adopted in India as the need for establishing a Reserve 
Bank in this country is strongly emphasised, by both official and non-official 
opinions, as essentially necessary for all banking reforms. There are some other 
functions erf the Canadian institutions, however, specially those relatirrg to the 
liquidation of banks, fixation of deposit rates, etc., which it may be considered 
useful to adopt in this couirtry as well. 

Q, 4. The importance of Bank Rate as an economic factor and its bearing 
on the external trade oi ... country, which has been engaging the serious atten- 
tion of Governments in all advanced countries, specially as a post-war develop- 
ment, is scarcely recognised in India. In the absence of a full fledged 
Central Bank, the Bank Rate in this country has now come to denote the rate 
of the Imperial Bank. The movements of the rate of this bank have prac- 
tically no reference to the reqrrncmcnts of trade and industry and it may be 
seriouslj’^ contended that the Bank Rate iir India is rather too intimatclj^ con- 
nected with the loan operations and the exchange policy of Government. 

2 n 2 
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The rate until recently was lowered when Government floated loans, and 
raised Avhen it was considered necessary to tone nxr a dull exthauge. The 
rate is too much dependent on the amount of public deposits A\hich in cfiect 
has brought it under the direct influence of Government control. A reduc- 
tion of public diirosits in the Im^rcrial Bank on the ground, it is alleged, of 
supporting high cxcliange, brings about a fall in ike ca^h p'rcortage of tke 
bank and so forces its hands in the matter of raising i he Bank Rate. Recently 
the rate sIioavs a tenderrey of remaining unduly high throughout the year and 
not fluctuating seasonally as a fcAv years ago. 

It may be poitiirenlly observed that the so-called Bank Rate is not always 
a rcluible index of monetaiy conditions geimaily in the banliiug and fmancial 
circles, although it niaj- be an indicator of the cash pc;.-,i{ion of the Imperial 
Bank. This is bonie out bj'- the fact (hat when in la.'-t October the Imjrerial 
Bank raised its rate first from 5 to C per cent, and them from G to 7 per cent., 
interbanlr call money Avas cheapened from over 3 per coni, to 2 per cent.; 
the official rate Awns actually pushed up Avlitn momy lales had already fallen, 
an action AA'hich under no circumstances can be construed as proper and 
legitimate on the jiart of the currenej’^ air 1 horit 3 \ The action of the Imperial 
Bank has not been guided bj' au}’ ccnsideiatiou of the interests of trade and 
industry of the country. Such consideration avouIcI hardly AAMirant the raising 
of the rate in 0-tobcr 1929, and the same AAOiild lend no support to the 
continuance of the existing high rate. One of the reasons AA'hich the authorities 
advanced in justification of their conduct Avas the necessity of protecting 
Indian funds from being attracted by a higher rate to Lonclon. “The high 
Bairlc Rates ruling in the U. S. A. and' Great Britain ” it Avas said “ necessitate 
jrrotcctivc action in this country”. This cxilnnaiion Avould ai^j^car to be 
inadequate ers the stringtrrey in tire Bank Rales at oth'r centres 
has passed a-vay and in spite of the reduction of the official rates, both 
in London and in Ncav A’ork to 3 per cent, and 21 pc-r cent, resjrcctively, the 
Imperial Bank Rate re-mained unchanged n1 7 per cent, even ujr to the 3rd 
April 1930, AA’hcn it A\as loAcvred to 0 per eeirt . at AvJrkh level it still (r.c., middle 
of July) remains. 

Bank Rate in India is fiutlicr ext re me 1 j- inefTert Re in its relation 
to the bazar rales Arhicli arc often at marked variance from the official rate. 
The disparitj’ in the two rate s poinl.'c conrlnsivc ly 1 o tire fact that the Imperial 
Bank Rate is not a la liable indicator of lire monetary rondilioirs generally 
in the bankiirg and financial cireks. 'II, k in turrr is due to the* fact that the 
Imperial Bank i.^c not a real Bink' is’ Bank. The multiple rcscr\'e SA’stero pre- 
•^aibng hr India, by difi'usiug the Iraukintr iTscrA'c.s of the country, iwcA'cnts the 
Imperial Bank from cft’cctivelj' rontrolling the monry market. The inr]r™t- 
ance of 3 rooling the dilfused rcserecs in a central fund was realised by the 
Hilton-young Commission Avhen they re commended that the cash balances, 
not only of GoA'ornment but also the re.'^crA'cs of all banks in India, should be 
centralised in the hands of a Reserve Bank, enabling it to acquire a real and 
effective control OA*cr the Avhole money market. 

The Committee of the Chamber would like, in this connexion, to refer to 
the xrolicy of tire Federal Reserve System in controlling credit in the market. 
The Committee are couseions of tiro diffcrcrrcc in the Indiair and American 
conditions, arrd also of the alleged failure of the Federal EcscrA'c System in 
coirtrolling credit. If in sxritc of these the Committee here re fer to the Federal 
Reserve xmlicy, they do so in the hope of drawing the atteirtiou of the Enquiry 
Committc‘0 to the possibility of adoxrting oire or other of the A'arioiis cri'eria 
adopted by the Federal Eesorr'e System in formulating their credit policy 
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Tke FedoTTil Board when approving the change ’nth" rate of discounf 

of a Reserve Bank consider among other things : 

(a) changes m the total volume of credii in relation to the upual rate of 
growth whieli goes forward from j’ear to year ; 

{b) the way in which credit is being used ; 

(c) the condition of business (having its bearing on unemployment ' ); 

(d) the movement of all kinds of prices including wholesale and retail 
commodity prices, security prices, rents, wages, etc., and 

(e) international conditions including their influence upon the movement 
of gold. 

Q. 7. (a) One of the defects of the modern Indian banking developments 
has been that the banks while showing enterprise, in the sense of starting 
business in a line and on methods wherein only Europeans had shown pro- 
ficiency, have been content to be more imitators of European models. As, 
however, their Euroirean comijccrs had been mneb earlier in the field, gather- 
ing larger and surer cx2jericnce and building up for themselves an impregnable 
position. Indian banks were in the nature of pale ineffectual imitations. They 
did not show any great originality or initiative in chalking out new lines. 
Fruitful results, for instance, might have attended their career if they had 
combined the efficiency of European banking with the economy of indigenous 
bankers. In the absence of such adaptation to local situation, Indian banks, 
which have not yet attained that efficiency with which the exchange banks 
are being managed and which also lack the simplicity and economy of the 
indigenous bankers, have been at a disadvantage in competition both with 
the indigenous bankers and with the exchange banks. Tire banks in such 
circumstances w'll have to explore the most productive course of internal 
economy being stimulated by their own enlightened self-interest. 
European managed banks thc-mselvcs may find it more economical to 
emjjloy Indian^ in responsible posts and reduce overhead charges. 

(b) Tiie chargirg of rates on adv.ances is a relative phenomenon being 
closely relatfd to the supply of loanable capital. In India, banking 
resources, proverbially soanly, 'are being prrt to a serious strain owing to 
the financial ojrerations of Government. 

The latter have been responsible for a considerable diversion of funds 
which would otherwise have been drawn to the ordinary joint stock banks. 
The high rates of interest allowed on Government loans and Treasury bills 
have compelled the banks to raise their rates on advances to brrsincssmen and 
industrialists, 

? 

It has already been suggested in reply to a previous question that the 
borrowings of the Government should be so regulated as not to affect con- 
siderably the loanable cash of the joint stock barrks demanded for ordinary 
commercial purposes. This would enable the hanks to charge lower rates for 
their advances. 

There is one suggestion which would perhaps he somewhat controversial. 
It is the exqrerience of co-operat’ve banks that the restriction regarding 
• the maximum rate of dividend payable on share capital has made them fur- 
nish accommodation to their clients on a much cheaper basis than would 
otherwise bo the case. Similar restrictions on hankmg concerns would enable 
the public to obtain cheaper loans and it would be possible for the banks 
which make very good showing to pass surplus profits to the reserve funds. 
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(c) & ((Z). The stability of lianks can be assured by no other agency 
so effectively than a Central Bank set up on il»e lines proposed by the Royal 
Commission of 1926. Legislation with regard to the audh and publicity of 
their accounts may save the banks from the dangers of mismanagement but 
their solidarity can be ensiu’ed only by bringing them together under a sound 
organised system nourished and .sustained l3y an apex banlc. The iiature of 
the business of banking itself precludes banks in isolation from maintaim'ng 
their strict individuality. A single bank coming to giief _ through faulty 
management may spread infection and adversely affect the interest of others 
run on more sound lines by (ireat-ing a panic in the monc}’^ maiket. It is, 
therefore, in the interest of the banking system as a whole that all the con- 
stituents should be brought under the effective control of a Central Bank 
following the ideals and methods of a national institution. Such a bank 
would by virtue of its position be able to attraet deposits of surplus money 
from all the member banks and turn the same to good account by timely and 
proper mobilisation to jdaccs whcie it may find scope for profitable employ- 
ment. 

Q. 9. There is a distinct lack of variet}' in the negotiable pajicrs known 
in the Indian moiuy market. Th<' use of bills is practically confined to the 
exchange bank';. The ordinary joint stock baiilcs accept only .‘■'uch papers 
as pro-notes and hvndis, some of them situated in Calcutta lending 
also against title-deeds for creating an equitable moitgage. Other kinds of 
papers, whether agricultural or industrial, are practically irnhccrd of in this 
country. This has necessarily lostr-ieted the eredit operations of the banks 
making advances c ither again.st personal .security or mortgage of real property 
and to some extent against insurance policies as w( 11. CKclitha-s been to a 
groat extent r'cndcn d imnioiyilc and reqw sts for loaiiS arc rejected even when 
the pro.spcctivc borrower may have in his possi.s.«ion Jell gc stocks of goods of 
value exceeding st veral times the amouirt of Joans doniundid. The banks, 
having no expert .staff to assess tJrc value of stocks, are often disinclined to 
accept the same as security even when they may l-i.''.ve large loanable funds 
in their vaults. These circumstances prove beyond doubt that there is some 
abiding defect in the credit organisation of the country which prevents the 
conversion of stocks into mobile credit. In the opinion of the Committee 
the defect can be removed bj' tiro establishment of lice nsed warehouses, staffed 
with experts, for grade .spncificalion of honrogenous articles and valuation of 
sundry articles of manufacture. The receipts issia d by those warehouses 
against articles brought to them, signifying title to the goods stored, may 
serve as the basis rrpon ■which n crop of negotiable ] apeis both agricultural 
and inrlirstrial may come into being. Such ])apcrs would readily be discountr d 
by the joint stock banles, as providing sirllirncnt cover for advances made 
against them. 

Q. li. The ]).isrtion eff Indian bairks "rnth regard to their present 
resources is very miserable. Whether it be the question of capital or of 
deposits, they do not stand comparison with the banks of any other country. 

{a) With regard to capital, it is often suggested that foreign capital 
should be attracted for investment in Indian banks, lire evil effects of foreign 
capital creating vesteel interests have been so much rcalisi d by -Indians by this 
time, that the absurdity of the above proposal ■will be apparent even to a 
casual student of Indian economics. In no other country docs foreign capital 
in the form of shares hold such a sway over t.he national ttade and industry 
as in India, and Avhile follorving in the "n'akc of other countries India is seriously 
thinking of the prohibition of local investments of foreign capital except on 
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Jicr OTra ierms, it is rather difficult lo believe that she vill be persuaded to 
allow her banking rcsouices to be augmcnlcd by capital other than her own. 
As, liowever, the lack of suffick nt capital is kccnljr frit in her banting business 
as ako in almost all business of the country, it will be necessary to make it 
one of the definite objects of her bantuig system to attract oil the capital 
that is lying uninvested within her own borders. It will surely be an irony 
ofdate if the bairking organisation — ^p’hich should have as oire of its objects 
the replacement of foreign capital by indigenous resources- — be itself financed 
by foreign capital. 

But while opposing the investment of foreign capital in Indian banking 
business, the Committee of the Chamber have no objection to, rather they 
would strongly urge for, spcci-al hanks like industrial and agricultural bairks 
augmenting their resources hj' floating dchcirturcs abroad at suitable terms. 

(6) Savings of the community may also be tapped by offering attractive 
terms to the investors but not at the cost of the safety of hanlrs. Much 
may be done in this direction by jjToprrly conducted propaganda work. The 
opening of the savings bank departments, the introductiorr of the “ home- 
safe ” boxes, and the amendment of the Trust laws so as to enable the trustees 
of various fuirds to invest in “approved hairks, the last one particularlj^j 
for augmenting the resources of the agricultural and industrial bairks (by 
siibscrihii''g to tbe-ir debenture issues) — all tljcsc will rrsult in supirlying the 
banks \ci(b such funds as are now out of reach of the money market. 
It also help the banks to attract more deposits if they take in some re- 
presentatives of the depositors on the directorate. 

(c) The receipts or at least a substantial portion of them from sales of cash 
certificates and savings horde deposits should be invested by Governm.cnt 
in purchasing the debentures to he issued by the special hanks. 

(d) The location of the whole of the Gold Standard Reserve and a portion 
of the Paper Currencj'’ Reserve in London is also respionsible in no small 
measure for the starving of the Indian money market. The Rowkr Committee, 
on whose suggestions the Gold Standard Reserve was established, bad recom- 
mended that the entire reserve should be kept in India in gold in liquid 
form, so as to be freely available for remittances abroad in case of an adverse 
balance. But in total disregard of this latter recommendation of the Com- 
mittee, the w^holo reserve has not only been located in London — ^Init also 
invested in sterling securities. The dangers which such investments may 
encounter owing to depreciation were apparent during the last w'ar. The 
necessity of keeping at least a portion of the reserve liquid w'as realised 
by the Chamberlain Commission, while the keeping of a portion, not exceed- 
ing barf, of the reserve in India was recommended by the Bohington-Smbh 
Committee. But Government have been consistent in their policy of ) e jeeting 
the counsel even of their orvn Committees at least in this respect. Similarljy 
41 substantial jjortion of the Paper Currency Reserve is also invested in London 
though t.his amount has gradually been decreased. 

Wlj’le earning interest, these reserves have been totally useless from the 
standpoint of the Indian money market ; and view'cd from this angle, there 
seems to be no diffe'rence betwptm these reserves and the capital that is often 
k.llegcd to be hoarded in India. The Committee of the ' Chamber afb 
•emphatically of opiniorv that the resources of the Indian money market 
should be strengthened by transferring these reserves to India, and the 
huge amount of gold now being used to augment the resources of tlife 
London market sboidd be made available for Indhan industries, the develop- 
ment of her agriculture and the fostering of her trade and commerce. 
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A Note by the Benjal Nafional Ghaaiaor of Commerce on the finance of the 

Coal Industry. 

The fundamental fact which must be borne in mind, in any examina- 
tion of the finance of the Indian section of the coal trade of Bengal and 
Bihar and Orissa, is that mosb of tlje enterprises arc either proprietory or 
partnership as distinguished from public limited liability companies. Even 
vdiere the undertahings arc registered under the Indian Comxianies Act, 
the capital in some cases has not been subscribed by the public.. 

It is obvious, therefore, that the capital resources of ‘the Indian-owned 
coal concerns are as a rule slender. \ATi(it happens, however, is that the 
capital required for them initially, c.y., lump sum considerations payable to 
the royalty receivers, cost of machineiy, rails, tubs and buildings, etc.,^ is 
found by the owners or partners of the colliery. But unlike any other in- 
dustry, the demand for capita! on block, in coal mining enterprises, is of a 
continuous character. A coal mine even after its initial development is in 
constant need of more and more development by way of the driving of main 
and subsidiary galleries, so as to keciJ the extracting facilities unim- 
paired. Hei’cin arises the special problem of coal finance, namely, 
the finding of a fairly continuous supply of capital for block. In other 
words, in a colliery much capital must be sunk in the property even 
after the colliery has been brought into a full working order. 

It will be realised, from the character of the colliery /proposition handled 
by the Indian coal firms, that they arc in difficulty in maintaining this 
continuous supply of new capital on hi -ck. AVhen the margin of jn’ofit is 
high, it is possible to divert a part thereof for dcvcloxnncnt ,buf in an ave- 
rage and far less in a depressed market, it is impossible to make such 
- diversions. For, in the case of financially weak owners, between capitalis- 
ing current income and deterit, rating tlio property by starvation of capital, 
there is little difference. 'What actually happens is that the coal firms 
have to borrow money from indigenous bankers by hundis for the periodical 
development of their collieries at so hi:h a rale as 12 to 18 per cent. 
In 1919 when coal prices were higher, cases were reported, when money 
was borrowed for development by colliery proprietors on hundis at even 
a fancy rate of 24 to 30 per cent. Apart from the rate of interest it is 
noteworthy that money is obtainable only on hundis alone for a purpose 
which is avowedly a block investment. 

Apart from the need of current working finance, the difficulty of the 
coal firms arises mostlj' from lack of organised marketing facilities for 
coal, as ideally exist in the lea and even to a satisfactory extent in the 
jute industry. Eoughly, 30 per cent, '-f the Bengal coal is sold to the 
railways and other Government departmental purchasers. In their case, 
as well as in the case of other buyers of standing, bills are made out by 
the coal firms monthly but the payment is hold over for a period of 4 to 
6 weeks reckoned from the date of submission. In the case of other 
purchasers, bills for coal supplied on contract or against ready purchase lie 
over for a longer period, though on paper all bills are payable on present- 
ation. 

It is easy to imagine the strain on working finance which such delays 
of payment of trade bills mean to the coal .industry. The solution of 
the difficulty seems to lie in the development of facilities for discounting 
of these bills. At present banks arc reluctant to handle these bills. Only 
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9 asually banks ,make advances on cash credit account against tkese bills y. 
but the advances, in cases where they are at all ihacle,- do not exceed 
70 to 80 per cent, of the amount of- the bill. Even when 'the bills arc on 
Government departments, bankers are known to be reluctant, to make art 
advance, on the ground, that the drawer is not a party of standing; j^^gain 
it has been said that legal diflSculty exists for the banks in handling" 
trade bills endorsed by the drawer-customers. Eurther, cases have occur- 
red where certain drawees, either local bodies or Government departments,, 
have declined to make pa 3 -ment to any party other than the drawer direct. 
We state here merelj>’ what the difficulties of the position arc but we stop 
sh-n't of formulating any definite constructive proposals 
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Xetter No. SOO/93, dated the 27th January 1930, from the Secretary, the 
Chamber ol Commerce, Bombay. 

My Committee have had under consideration the questionnaire issued by 
the Indian Central Banking Enquiry Committee and having carefully exanimed 
the questions in consultation with the Einance Sub-Committee of the Chamber 
they instruct me to submit replies as under. 

T. — iJ^DusTEiAii Banks and Ckedtt Eaoilitiks for India’s M^un 

Industries. 

Question 1. — State with reference to one or more indiistries which you have 
.had opportunities to observe the credit facilities required with sptecial reference to 
•(a) fixed capital expenditure or block, and (b) current requirements or floating 
•capital. 

State also how far in your ojnnion these requirements are met by various types 
of banks and bankers and hoivfar the pircsent facilities of financing fall short of the 
actual requirements. 

Answer 1. — (a) Fixed Capital Expenditure or Block. — In certain cases in 
• cotton mill companies the block is financed by deposits or loans instead of by 
ordinary capital. The supply of ca]htal for industrial development in India is 
somewliO/b limited and until capital is more easily forthcoming the danger 
•of financing long term investments by means of short term money exists. It 
is perfectly legitimate to find a portion of this finance required for block by 
means of a debenf-ure loan buttliis form of finance is not as popular in India as 
elsewhere, largely because the general public either do not appreciate the value 
■of the security, or because this form of investment gives small 
prospect of appreciation in value — the latter consideration being a favourite 
aspect looked for by a large proportion of Bidian public on this side 
of India. Until the capital market can be fed by investment trust 
companies or issue houses the difficulty, of mobilizing the capital that is 
available for industrial development, aUU remain. The managing agency system 
has done more to provide and attract capital into industrial enterprise 
than banks or trust corporations. 

(b) Current Requirements or Floating Capital. — These are provided largely 
by advances from banks on personal security or liquid assets on the one hand, 
and by deposits from the public or the managing agents on the other. The 
latter system, which has the advantage of being simple in operation, oven if 
dangerous of abuse, has tended to give way before the more modem method of 
advances from banlvs on adequate security. This is partly due to the losses, 
incurred by managing agents, of their deposits during the last few years, more 
particularly in the cotton mills of Bombay. On the other hand in places such 
as Ahmedabad, where conditions differ considerabty from those obtaining in 
Bombay, the practice of financing floating capital by means of deposits from 
“the public has proved to a large degree both economical and satisfactory. 
The disadvantages of the system of financing floating capital by means of depo- 
rsits are most clearl37^ seen in bad times when, owing to the public being nervous, 
-deposits are liable to be withdrawn from good and bad concerns alilie, thereby 
•Aggravating the position at a time when all resources are required to carry 
-over what may be only a tmporary period of depression. 
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Question 2. — Different methods of financing and different classes of pa 2 )er 
or documents are used in industries in connection with ^yrodticlion , im'port and 
export. In some cases it is the buyer who finds the money himself or through 
Ms banker ; in other cases it is the seller zvho finds the money for himself or through 
his banker ; and in others it is the middleman, merchant, or commission agent who 
does this. Describe any prevailing trade or busmess practices relative to these 
ichich have come wider your observation and suggest any improvements in the 
present organization which, in your opinion, will benefit the different classes of 
producers and merchants or the community at large. 

Answer 2. — ^No answer. 

Question 3. — Give particulars of the rates of interest which are charged at pre- 
sent on loans and advances and also of the different classes of securities xvhich are 
approved by banks , financial houses and commission agents. 

Indicate any difficulties expex'ienced on account of lack of credit facilities 
or on account of high interest or discount rates or on any other account and suggest 
remedies therefor. 

Answer 3. — ^Rates of interest vary with the nature of security, accord- 
ing to good or bad parties, and also in relation to the seasonal rise and fall of 
the Imperial Bank of India Rate. 

First-class borrow'ers can obtain loans at tlie Imperial Banh Rate or at 1 per 
<;ent. over it. 

The various classes of securities accepted by banks are : Government 
paper, municipal and port trust loans, prescribed railway shares, first-class 
industrial securities, usance bills and liquid assets or hypothecation of goods. 

Question 4. — If in your opinion banks in India have not financed industries, 
large or small, freely, to xvhat causes do you attribute their reluctance ? Do xjou 
Ihink financing of industries is possible by banks as they exist at present and by 
their present methods. ’ 

If not, do you suggest the establishment of any other machinery ? 

Are you in favour of trade banlcs, i.e., banks which specialize in dealing with 
■special trades ? 

Do you favour the establishment of an industrial bank in each province ? 

If so, xohat constitution xvould you suggest for such a bank ? 

What are the facilities which in your opinion should be given to such a bank 
^either by Government or any other agency ? 

Would you suggest any restrictions onthe grant of loans by such a bank in 
■order to secure reasonable safety for the bank tvhile ptnoviding finance for indxistries 1 

Answer 4. — ^My Committee consider banks have financed industries as 
far as the security offered permitted. They are not in favour of any special 
measures for providing finance for industrial development by means of 
trade banks. Attempts in this direction, such as those of the Tata Industrial 
Bank in the past, have shown that the economic development of the country 
is not yet ripe for this tj’pe of specialized bank. 


IJ. — ^Finakcing of Foreign Trade. 

Question 1. — Would you state with reference to any trade that you have had 
■an opportunity to observe, the credit facilities which are reqxiired and to what extent 
Panics supplying these facilities fulfil the present repuirexuents ? 
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In yo'ir opinion, is thzra any ciiss of m^nh-rils ^oho 'ire un'tble io secure all 
the assistance they nee'l either in Indict or inforei'jn countries, and if so, could yon 
give any reasons for this state of affairs ? 

What remedies do yon suggest ? 

Answer 1. — ^]\Iy Committoe have not obs3rvcd any trade in which credit 
facilities are not adequately provided for by the exchange banks. 

Question 2. — What are the credit instruments in use 7 vith regard to foreign 
trade ? 

In what conditions is credit available against these docximents and in what 
con'ditions is clean credit available ? What are the rates charged by the banks ? 

Are there any seasonal fluctuations in these rates ? 

What are the facilities existing at present in the export trade for discounting 
export bills ? 

Are there any restrictions that you have to comjslain of? 

Have you any remarks to make with regard to the exchange rates ivhich are 
charged for the conversion of rupee into sterling or other foreign currencies and 
vice versa, or for the remittance of funds to and fro ? 

Answer 2. — The credit instruments in tiso in regard to foreign trade are 
demand and usance bills which are draAvn D/A or D/P, paj'ablo in London or 
elsewhere. Clean credits are available in the case of customers of good finan- 
cial standing. Ratos varj’- according to the fluctuations in the international 
money market and the law of supply and demand. 

Question 3. — (i) Have you any suggestions to make ruith regard to : — 

(a) the establishment of bonded warehouses, 

(b) the ^iresent piractice of ptort trust warehousing , 

(c) thepiractice by banks of releasing goods on trust rcceipits. 

Ol- 
id) any other methods in vogue for the convenience and facility of 
merchants engaged in the irngiort trade ? 

(ii) Do the interests of the traders and the public suffer in any way through any 
defects in the present organisation, and have vou anu suaaestions for its 
improvement ? 

Answer 3. — (i) (a) It is questionable whether licensed warehouses are at 
present a practical proposition, owing to the groat diversity of the crops grown, 
in the provinces and the large capital outlay involved. 

(b) The present practice of port trust warehousing seems satisfactory. 

(c) The existing system also works satisfactorily. 


III. — Regulation of Banking. 

Question 1. — Are you in favour of audit and examination of bank accounts 
by examiners ? 

If so, how should these examiners be appointed and by whom ? 

What should be the duties of such examiners ? What should be their quali- 
fications and how should their cost be met ? 
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Answer 1. — Committee are not in favour of the institution of any sys- 
"tem Avhich ■would tend to throw on the examiner/auditor any of the respons- 
ibility which should be borne by the staff and/or directorate. Any form of 
eontrol or inspection which would in any way detract from the responsibility 
of the management is obnoxious. No loophole should be left for an unscru- 
p)ulous or inefficient directorate to shelter themselves behind a screen of Govern- 
ment inspection or audit. My Committee are in favou'- of a rigid and periodi- 
cal audit by practised competent accountants, whose report to the Board of 
. Directors and not to any Board of Audit, should be the measure of I’osponsibi- 
lity for the careful observance of cautious banking. It might be mentioned 
that the certificate given by auditors should be more explicit as regards-debts 
considered doubtful, the true market value of securities and the proper valua- 
tion of investments at the date of the audit. 

Question 2. — Are you in favour of any kind of restrictions being imposed on 
the business of all banks ? 

For example, should there be any restrictions of the nature imposed on the 
Imperial Bank of India under Section 8 of the Imperial Bank of India Act ? 

Answer 2, — ^My Committee are not in favour of restrictions of any kind. 

- Healthy competition for legitimate business is the best safeguard. 

They are opposed to any restrictions such as are set out in parts I and II 
of the schedule being applied to banking generally." 

Question 3, — In your opinion is it desirable that the use of the ivord “ bank ” 
■should be restricted, and if so, what restrictions do you suggest ? 

Also state whether you suggest any additional provisions for special applica- 
tion to (a) a private firm in India doing banking business, (b) a branch of a firm 
whose head office is located outside India, doing banking business in India, and 
(c) a branch of a company whose head office is located outside India, doing banking 
business in India. 

Through what agency and in what manner would you have these provisions 
enforced ? 

Answer 3. — Any institution calliirg itself a bank should be registered (see 
below) and regulations should prescribe the minimum amount of paid-up 
capital in cash in proportion to the authorized capital, aird withhold the right 
to start business unless the minimum has been paid uj). 

A firm styling themselves banlters need not be similarly regulated as the 
credit of the individual must carry less weight and so be less liable to attract 
outside capital. Firms doing banking business in India should be compelled 
to keep a minimum cash ratio. 

A branch of a firm doing banking business in India and whose head 
office is outside India should be compelled to keep a percentage of its current 
liabilities in cash or in Indian Government securities and the same should 
apply to a bank whose head office is outside India. 

. It would be desirable to have compulsory registration of all banks in some 
such form as was provided for under the Reserve Bank Act and if and when the 
Reserve Bank Act is intro :'u>-cd, this would be a suitable opportunity for in- 
augurating a list of rcco^;:ize(? banks. This method would avoid the difficulty 
of defining generally what a bank is, which would be a very difficult matter. 
It also would achieve a panel of banks by way of privilege instead of by way of 
restrictioir. Any special conditions regarding audit or the form of public 
"balance sheds would be drawn u-D as conditions to be imposed before any 
bank could get its name put up on tho list oi apiiroved banks. 
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Question 4. Are you in favour of defining by legislation or othenoise ili& 

sphere of operations of any class of banks, e.g., co-operative banks, exchange 
Banks, etc. ? 

Answer 4. — ^My Committee think that the difficulties underlying such 
proijosed legislation would largely detract from the object. The more compe- 
tition the better for the country, provided the institutions are sound, and 
my Committee see no reason for preventing an exchange bank from doing 
ordinary banking business in the country. 

Question 5. — Do you think that foreign banks should not be allowed to do bank- 
ing business in India imless they received a license ? What authority, in your 
opinion, should have the power to issue, renew and cancel such licenses ? What 
regulations should in your opinion be prescribed for governing the operations of 
stick a foreign bank ? 

Answer 6. — Seeing that the general cry is that India is deficient in banking 
facilities, my Committee see no good reason why any restrictions should be 
placed in the way of the expansion of banking, by an attempt to license foreign 
banks. At the same time they are of opinion that any foreign banks 
starting business in India should be compelled to fulfil the conditions laid down 
for recognized banks (vide 3 above). 

My Committee consider that the Registrar of companies should bo the 
Executive Officer to supervise this. 

They see no reason to regulate the sphere of activities of such a foreign 
bank as its utility must be dependent on its stability and resources. 

Question 6. — A Bank which is a limited liability Company registered in 
India is at present governed by the law of joint stock companies in India. 

Do you consider that position satisfactory ? 

If not, what additional jtrovisions for special apjdicaiion to such banks would 
you suggest, particularly with reference to (a) authorized and subscribed caj)ital, 
(b) capital that should be iwid uj) before business is started, (c) provision of reserves, 
(d) proportion of cash balance to time and demand liabilities, (e) publication of 
balance sheets, their form and frequency, etc. ? 

Answer 6. — There may bo (as mentioned in 3 above) certain safeguards^ 
which should be applied to banks other than those provided under the Indian 
Companies Act, in respect of auditor’s certificate and the form of publica- 
tion of balance sheets. My Committee consider a minimum paid-up capital 
might be stipulated and a half-yearly audited statement of the affairs of the 
bank might be insisted upon. 

Legislation should provide for a minimum cash capital before commence- 
ment of business and a cash percentage to liabilities maintained with a Central 
or Reserve Bank. 

Question 7. — Have you any suggestions to make for the regulation of expedi- 
tious liquidation and advance payment to depositors in case of failure of banks ? 
(Cf . the case of the Alliance Bank of Simla.) 

Answer 7. — ^No. This can hardly be a matter for legislation. 

Question S. — Would you state the principal causes which in your experience 
or observation have led to bank failures in India ? 

What remedies ivould you suggest to prevent a recurrence of such failures or 
to secure timely assistance in such cases ? 
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Answer 8. — {a) Insiifficient knowledge of the theory and practice of hank- 
ing amongst those responsible for the conduct of the bank’s affairs. 

' (6) Insufficient provision of reserves and over-payment of dividends. 

(c) Iirsufficient paid-up capital and too large a proportion of it held in 
immovable assets. 

(d) Insufficient liquidity of funds, due in part to over-advancing on long' 

term or loek-up advances. > 

(e) In certain cases to absence of ^business morality, resultuig in losses- 
due to fraud, or misuse of the banks’ funds for financing those personally 
connected with the management. 

The remedies must largely be in the shape of “ bought experience ” and 
education in the proper theory and practice of sound banlung principles. 

Question 9. — It has been suggested that in some actual cases in the past where 
banks have been in difficulties, some plan for amalgamation or reconstruction 
instead of liquidation would have been in the public interest. Would yo^t, state 
your views on this stiggestion and would you recommend any provision for securing 
that, before liquidation proceedings are enforced, adequate opportunities should 
be given for exploring the possibility of arranging a scheme for amalgamation or 
reconstr^iction ? If your answer is in the affirmative, please make suggestions- 
as to the sort of provision which you. have in mind. 

Answer 9. — ^My Committee do not see how these matters can be treated’ 
except ad hoc. It is well known that in certain cases of anticipated failure the 
Imperial Bank has been able to do much to assist, but even then, as in the case 
of the Alliance Bank of Simla, although liquidation was deferred it could not 
ultimately be avoided. Amalgamation must remain a matter of free nego- 
tiation and no legislation can assist in what must remain an arrangement of 
mutual interest to the parties concerned. 

Question 10. — It is complained that the cost of liquidation is high at present. 
Have you any suggestion to make regarding this point and for the reduction of such 
cost ? 

Answer 10. — ^No answer. 

Question 11. — Are you in favour of making any distinction between current' 
accounts and other deposits in the matter of protection of depositors and do you 
suggest any legislative measures for the purpose ? 

Do you recommend the creation of a special class of deposits as distinguished 
from current and fixed deposits under the existing system and the passing of any 
special legislative measures for the protection of such deposits with a view to en- 
couraging the investment of savings ? 

Answer 11. — ^My Committee see endless difficulties in differentiating be- 
tween the various classes of deposits and are against any legislation affecting 
them. 

Question 12. — Have you any suggestions to make in regard to the proposal' 
that is sometimes made that banks tvhich are really stable should be legally 
protected against unjust attacks on their stability ? 

If so, please give your views as to who io lo determine the cases in which such 
protection should be extended and in what circumstances, and also the nature of 
the protection to be granted. 

Answer 12. — No. A bank usually gets what it deserves and if in some 
cases the criticism proves to be wrong, a bank whoso position is strong is 
not likely to suffer much inconvenience from such invidious criticisms. The 
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■bcs! insurance against damaging criticism lies in a sound position, and the 
position of a hanlc should be sound enough to withstand the sort of criticism 
•that Bombay is accustomed to, from ignorant or malicious parties. My Com- 
mittee deprecate any interference by legislation in such matters, other than 
those provided by the existing law. The publication of a half-yearly state- 
ment of the affairs of a bank, accompanied by a more detailed auditor’s certi- 
ficate with special reference to the valuation of investments and the position 
regarding bad or doubtful debts, would do much to reassure the intelligent 
public as to a bank’s jmsition. 

Question 13. — What are the various taxes paid by hanhing companies ? Do 
any of these taxes interfere tvith the development or amalgamation of banks ? 

Have you any suggestions for modifying, removmg or readjusting these 
‘taxes ? 

Do you, recommend any sjKcial concessions, etc., in respect of particular classes 
of banks, e.g., co-operative banks ? State your reasons. 

Answer 13. — ^My Committee are not aware of anything that really hinders 
■amalgamation of concerns whose real interests would be thereby protected. 

IV. — ^Banking Education. 

Question 1. — What are the existing facilities for banking education in schools, 
'colleges and xmiversities in India ? 

Is there any co-ordination of effort between such institutions and the banks f 

Answer 1. — Banking is made one of the special subjects for the degree of 
B. Com. ’ in the Sydenham College of Commerce, Bombay. The Economic 
■Department of Indian Universities might follow the example of EngUsh and 
•American Universities and devote their energies to the collection and promo- 
tion of knowledge in regard to this all-important subject. 

My Committee do not know of any co-ordination between Universities 
and banks, but the Imperial Bank in its published memorandum regarding 
•scheme for training Indians for service in the bank, slates : “Preference 
^vill be given to candidates who have obtained the degree of Bachelor of Com- 
merce from the College of Commerce, Bombay, to graduates of a recognized 
University of the United Kingdom or India, to persons wlio have passed 
the examination of the Institute of Bankers in England, Scotland, Ireland 
or India and to those who have had previous banking experience.” 

The Indian Institute of Bankers should form a means of liaison between 
banks and educational institutions. 

Question 2. — Do banks provide any facilities for the training of boys in banking 
business ? 

What is the present method of recruitment of staff by the Imperial Bank of 
India, the Indian joint stock banks, the exchange banks and the co-op)erative 
hanks ? 

Ansioer 2. — The Imperial Bank of India formulated the scheme referred 
to in the foregoing answer. 

Staff officers of the Imperial Bank are recruited at present largely from 
England but under the above scheme an increasing number will be recruited 
^rom the Indian staff. 

The staff of the exchange banks is dra'wn from their home offices where 
'Candidates are trained for some jmars. 
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The clerical staff of the Imperial Banh of India is recruited locally, 
largely from boys who have just left school. 

Candidates for j)osts under the scheme referred to in the first paragraph 
are selected after examination by a Selection Committee appointed by the 
Board. They must not be more than 25 years of age. 

Question 3. — How far is instruction in banking, theoretical and practical 
combined at 2 >resent ? 

Answer 3. — ^The Indian Institute of Bankers provides for those engaged 
in bankiag facilities for studymg the theory of bankmg and has set examina- 
tions for this purpose at regular intervals. 

Question 4. — Can you give any information regarding the facilities afforded 
in other countries in the matter of banking education ? Have you any suggestions 
to make regarding the facilities that should be made available in India ? 

Have yoxi any suggestions to make in regard to the grant of facilities for higher 
training outside India to bank probationers and bank assistants in India ? 

Answer 4. — (a) My Committee have no information. 

{b) Ml. 

Question 5. — Have you any sxLggestions regarding the constitution of the Indian 
Institxde of Bankers ? 

Answer o. — ^No suggestions. 

Question 6. — What is the present position and lohat in your opinion should 
he the future position of the Indian Institxiie of Bankers in regard to Banking 
education ? 

Answer 6. — Its development and functions should run on the same lines 
as the English Institute of Bankers with which it might be afiiliated. 

Question 7. — What is the training of indigenous bankers at present ? 

Have you any proposals of a p>ractical nature for the provision of special 
training for this class ? 

Ansiver 7. — {a) The trahiiug of indigenous bankers is confined to practi- 
cal experience hi the business. 

(5) In primary schools, instruction should be given in elementary 
accounting, in arithmetical exercise, in interest, commission, discounts, etc. 
Tliis may be follow'ed by the middle and higher schools giving histruction 
in banking subjects, co-operative prmciple.s, etc. 

In the Universities a special Chair might be instituted for this highly 
important subject. 

Lectures by bankers on banking subjects should be provided, and law- 
yers might lecture on the laws governing banking and kindred subjects. My 
Committee have in mind the “ Gilbart ” lectures. The Institute of Bankers 
in each centre should provide lectures for its members and arrange for them 
to be given in the Universities. 

Question S. — What are the prospects, present and future, of boys trained in 
Banking in India ? 

Do you attribute the slow development of Banking and specially branch Bank- 
ing to the absence of trained men in India ? 

Answer 8. — {a) With the large field available and the paucity of banking 
concerns, it should follow that the growing demand for banks should furnish 
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good prospects for individuals trained in banking. The difficulty, of providing 
men of the requisite experience and, cautious outlook, mil of coirrse be felt 
for a long time. 

(6) The point that must not be lost sight of when speaking of banlang 
development is that it is not so muck a question of introducing banking, in 
the general sense of the word, in a country that is devoid of banking organiza- 
tion of its own, but rather the substitution of the Westernised system of joint 
stock banldng for the existing net work of indigenous shrofis, sowcars and small 
money-lenders, who at present provide the main banldng machinery through- 
out the large agricultural areas of India. It is the substitution of one form 
of banking for another, and the process must be gradual. The immediate pros- 
pects are that the gradual substitution of Indian-trained banking staff for the 
European-trained staff and thereafter the rate of progress must necessarily 
be somewhat slow. As in the legal profession the supply will probably ulti- 
mately exceed the demand, but for some years to come the supply will be 
insufficient. 

V. — General Banking Organization and Money ]\Iarket. 

Question 1. — Do you find in the present organization of Banks and the Money 
Market in different parts of India any defects which are likely to he remedied 
by— 

(a) administrative measures of Government, 

(b) legislation, and 

(c) co-operation amongst bankers themselves ? 

Answer 1 . — (a) My Committee are only conversant with Bombay condi- 
tions and while not prepared to admit that there are defects in organization 
which can be remedied by any or all of the measures proposed, anomalous 
situations arise, wiiich would tend to .show that' greater co-operation between 
the financial centres and rural areas is necessary. It is not imusual to have the 
Imperial Bank Rate standing at, say 6 per cent, with money at call unlendable 
at 2 per cent. 

Question 2. — Have you any suggestions to make regarding greater co-operation 
between indigenous Banks and other Banks in India ? 

Answer 2. — ^The Imperial Bank and the joint stock banks maintain a 
list of approved indigenous bankers whose hundis they are prepared to dis- 
count or to whom they grant cash credits but these facilities are usually only 
availed of in the busy season. With the spread of banking, there is no doubt 
that banlis will gradually get in direct touch with the smaller trader and this 
maj'^ have the effect of reducing the rate of interest payable bj’- the latter, as 
the competition between the banks become keener. 

Question 3. — Have you any suggestions to make with regard to the organiza- 
tion and functions of Clearing Homes in India ? 

Answer 3. — ^No answer. 

Question 4. — Have you any suggestions to make with regard to the regulation 
of the Bank rate ? 

Answer 4. — Regulation of the Bank Rate should be carried out by 
the Committee of the Central Board of the Imperial Bank or the Reserve 
Bank if one is created. The rate should be entirely dictated ty the exigencies 
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'of the money situation m India with due reference, of comse, to international 
conditions and it should not in any way be subject to control by the Govern- 
ment of India. 

Question 5. — Can you describe from persoml observation any financial 
<panio which arose in any centre in India ? 

Explain its causes and state if you have any siiggestions to make loith a view 
to preventing any tinjustified panic. 

Answer 5. — (a) No. 

(6) No measure can prevent an unjustified panic. In the case of a crisis or 
run on a bank, a prompt communiqtie exposing any detrimental rumour which 
was current or announcing that the Board were in conference with the Im- 
perial Bank, or the Reserve Bank, if and when constituted, and that the neces- 
sary assistance would be forthcoming, would help to allay anxiety amongst 
depositors (shareholders and the general public). Such an announcement, of 
course, presupposes that the situation is capable of being remedied. 

Question 6. — Gan you indicate the nature of frauds and malpractices ivhich 
have been experienced by Banks in Indiaand which have from time to time led to 
stricter regulation and restriction of credit by these Banfis thus making bona fide 
-constituents suffer ? 

To xoliat extent have such frauds and malpractices to be attributed to the in- 
adequacy of existing legal provisions and defective nature of business qyractices? 
Gan you suggest any change which will afford protection to the banks against 
such malpiradices without entailing any hardship on bona fide customers ? 

Ansiver 6. — ^No answer. 

Question 7. — Have you any s^iggesiionsto make with regard to Banking 
-organization in India by which — 

(a) the cost of management may be reduced, 

(b) the rates of interest on advances can be brought doivn, 

(c) greater stability of Banks can be assured, and 

(d) the cash resources of the various Banks can be mobilized to meet any 

emergency or unexpected situation that may arise ? 

Ansiver 7. — (a) The cost of management of hanks must remain fairly 
high until such time as the possibility of dispensing with the inesent large 
proportion of European trained and experienced officers is arrived at, by the 
' evolution of trained Indians of sufficient experience to warrant the confidence 
of the public. 

(6) The more inter-bank competition there is and the better security 
ofiered, the lower rate of interest on advances will he, with the resultant 
benefit to the public. 

(c) Greater stability of banks can be assured by the institution of a system 
•on the lines of the U. S. A. Federal Reserve System and by legislation — 

(i) ensuring a rigid audit at frequent interv.?Is ; 

(ii) fixing a minimram ratio of paid-up and subscribed to authorized 

capital ; 

(in) prohibiting the pajment of dividend until the reserve fund has 
reached a certain level ; 

•(iv) restricting business to bona fide banking business ; 
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(v) providing safeguards against the tendency to speculate or to under- 

take business wliich from its nature might result in a long ibck-^ 
up of funds ; 

(vi) prescribing restrictions on, and publicity for, all transactions in 

which directors are interested directly or indirectly. 

In comiection ultli (it) tlie Chamber in 1921 supported a recommendation 
by the Associated Excliange Banks that the autliorized capital of a bank, 
should not be more than twice the subscribed capital and that not less than 
one-third of the latter should be paid up within one year after the commence- 
ment of business. 

(d) Here again an institution on the lines of the Federal Beserve S 3 ’stem 
seems the best way. 

Question 8. — Considering that the dividends of established Banlcs are fairly 
high, what in your opbiion gtrevents more cagntal being invested, in the expansion- 
of existing banlcs or the establishment of neiv Banlcs ? 

Answer 8 . — The vicissitudes, which have characterised the business of 
bankmg in India, have doubtless made the investing public reluctant to jdace 
then monc 3 ’’ in fm'ther banking ventures, and the growth of banks, of the neces- 
sary experience and vision to command confidence, can onl}' he gradual. A 
banking investment should be looked upon as much from the point of view 
of security as from. that of dividend. 

Question 9. — Do you support the suggestion that Banks in India do not 
find a sufficiently large number of bills against tvhich they could make advances 
and that this 2 ^a^rticular ijistrument of credit of which the Banking systems in 
other countries make large use is not available in sufjicient quantities in India ? 
If so, ivhat are the causes of this and xohat remedies do you suggest ? 

Answer 9. — Yes, there is undoubtcdl 3 ’’ a dearth of bills in India and the 
absence of a regular discount market ma 3 ’’ liavo something to do with this, also 
the system of cash credits. If in future agricultural produce can bo financed 
by bills drawn against commodities either whilst in the field or in transit, a bill 
market might come into being. The smaller industries might bo financed in 
the same way. 

Question 10. — Have you any suggestions to make regarding the organization of 
the Indian Money 3Iarket ivith reference to settlements on stock and prodxice 
exchanges ? 

Answer 10. — No answer. 

Question 11. — Can yoxi describe the relationship that now exists hi India 
behveen the Banks and the various classes of brokers, such as finance brokers, 
hundi brokers and exchange brokers ? 

Answer 11. — ^No answer. 

Question 12. — Have you any information regarding the general agency busi- 
ness done by Banks in India for their constituents ? 

Answer 12. — General agency, such as bu 3 dng, selling, stocks and shares. 
Government and other loans, is undertaken by banks. There are also safe 
custody departments, purdah offices and. trustee departments. The last 
named is an innovation. A small charge is usually made for such transactions. 

Question 13. — Hoio far have banks in India found the maintenance- of. their 
own godowns successful in meeting the trade requirements of their constituents ?' 
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Answer 13. — The maintenance of 'godowns often resolves itself into the 
-provision' of a marked padlock on the proprietor’s private godown.. In former 
times, cotton trade of Bombay Vas largely catered for by the banks’ 
godowns but the provision of port trust warehouses has made that form of 
warehouses no longer necessary. 

Question 14. — Have you any suggestions to make for augmenting the resources 
of Banks so as to enable them to afford further facilities to commerce, industry and 
■agriculture ? 

Would you recommend any one or more of the following methods for securing 
the increase in capital or would you suggest any other method : — 

(a) by way of foreign capital, i.e., by direct floatations in other countries or 
through Foreign Banks ; or 

(b) by attracting the savings of the community ; or 

(c) by funds made available by Government, e.g., a proportion of the receipts 
from Cash Certificates and' Savings Bank deposits ? 

Answer 14. — ^My Committee see no objection to the importation of foreign 
■capital, which after all paves the way for the rise of indigenous banking. 

Question 15. — To what extent has the Imperial Bank of India been serviceable 
in the past — 

(a) to the main industries of India, such as Cotton, Coal, Jute, Metals, 

Sugar, Electrical undertakings [including Hydro-electric projects ) ; 

(b) to the movement of crops ; 

(c) to the Exchange Banks ; 

(d) to ordinary Banlcs — Indigenous and Joint Stock ; 

(e) to the Indian States ; and 

(f) to the Indian Provincial Governments ? 

Answer 15. — The three Presidency banks some years ago, and now the 
Imperial Bank of India, have undoubtedly rendered very great services to the 
trade and commerce of India. 

The Imperial Bank of India has financed and still finances raw cotton 
■(baled) to a very large extent ; it also finances the cotton spinning and weaving 
industry. 

My Committee do not think there has ever been any serious difficulty in 
the financing of raw cotton (baled) ; there has, however, been difficulty in 
.the financing of cotton mill industry, chiefly owing to the formation of mill 
companies with insufficient capital. 

It is not primarily the fimction of a bank to provide capital for land, 
buildings and machinery ; during periods of good trade cotton mills have been 
established without sufficient capital. Subsequently when bad times came 
along, difficulties arose in financing such undertakings, but in this connection 
my Committee do not think the Imperial Bank or any other bank can be 
blamed. 

It is understood that jute is financed to a Very great extent in Bengal by 
“the Imperial Banlc of India, but my Committee have no experience of this. 

The Indian iron and steel industry [e.g., Tata’s) has been financed to a 
considerable extent by the Imperial Bank. Imported metals are financed by 
the exchange, banks. The same applies to imported sugar. My Committee 
diave no knowledge as to how far the imperial Bank finances Indian-grown 
sugar in the United Provinces or elsewhere. 
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Electrical and hydro-electrical projects , are not, my Committee believe^ 
ordinarily financed by the imperial Bank of India or by other'banks, bhe ..cause 
probably .being that the assets. of these companies consist entirely of land,' build- 
,ings, earth-'works and fixed machinery. Undertakings of this nature .would 
generally be financed by means of debenture loans •which are outside the scope : 
of the Imperial Bank and which are not sufficiently liquid for other Banks. 

(b) Movement of Crops. — The Imperial Bank of India supply finance at 
their branches throughout the country for the movement of crops tp a wery 
large extent and alwaj^s have done so. 

(c) The Exchange Banks . — By acting as a Banker’s Bank, by maintaining 
their accounts and granting them accommodation loans against authorized 
securities when required. 

{d) Ordinary Banks. — Tire Imperial Bank of India undoubtedly renders a 
most valuable service to the ordinary banks in India by granting loans against 
the secm’ity of Government paper at Bank Bate. The artificial nature of the 
Bank Bate, on occasions, detracts considenablj^ from this facility. 

(e) Indian States. — By the opening of branches in certain. Indian . States- 
and the extension of banlung facilities there, by acting as bankers for the 
States for the investment of their surplus funds, etc., etc. The extension of 
Biiirking facilities in certain States is retarded by tire operation of .their laws, 
particularly where the States have a paramount lien over all their subjects’' 
properties for debts due to the State. 

(/) Indian Provincial Governments. — Generally b}’^ actiirg as thek bankers 
and conducting their Treasury business and in some cases by floating loans 
issued by provincial Governments. 

Question 16. — To tvhat extent has the Imperial Bank of India been useful in 
regard to the liquidation of other Banks ? 

Answer 16. — ^The Imperial Bank rendered most useful assistance in the- 
liquidation of the Alliance Barrk of Simla, Ltd. 

The Imperial Bank is, my Committee understarrd, specifically empowered 
to render assistance to other banks irr difficulties. The Imperial Bank share- 
holders cannot reasonably be expected to render financial assistance in the 
absence of adequate seciuity or, in the alternative, an adequate guarantee 
from Government. . 

Question 17. — Have you any vietvs regarding the qnesent position of the Im- 
perial Bank of India and the position it should occupy in the future ? 

Ansiver 17. — This question was fully dealt with in the report of the Bpyal 
Commission on Indian Currency and Finance issued in 1926.“ In submitting 
its views on that Beport the Chamber approved of the establishment of a 
Central Beserve Bank. It may not be out of place to quote froni the Com- 
mittee’s lette?f No. 3302/302 of Ist December 1 926 

“ My Committee discussed at some length the merits of the alternative- 
scheme for a Central Bank, viz., the formation of a separate Beserve. Bank or 
the delegation of additional powers to the Imperial Bank together with a modi'- 
ficatiqn of its charter. My Conimittee were at first inciined to favour the 
second alternative, i.e., modification of the charter of the Imperial Baidc since 
it yould obviate the necessity for the formation pf a second institution. .How- 
ever, in view of the Imperial Bank’s widespread commercial banking activities 
throughout. India, it is difficult to see how it -would be' possible to amend its 
charter satisfactorily so as to enable it to function as a Central Bank, and hiy 
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Committee are, .therefore, drivjen to the conclusion that the -formation of a 'Ee- 
serve Bank is mecessa-ry if the onbnagement of the .Currency department ds 
to be removed from the control of Government, My Committee are'strongly 
of the opinion that theicharter of the Reserve Bank should provide for all its 
advances being so liquid in character that .any rise an bank rate would tend 
towards the repayment of such advances.” 

18 . — The Imperial Bank of India are sole bankers in India to the 
Government of India in terms of their agreement with Government under 
which they retain Government balances free of interest and have the facility 
of free transfers to and from Government currency chests at office.s where 
these are established. They receive a fixed remimeration for administering 
the public debt of the Government of India and of certain provincial Govern- 
ments, 

In return for the above facilities and concessions the Imperial Bank trans- 
act all Treasury business, i.e., they handle aU Government receipts and pay- 
ments at their local head ofi&ces and branches and maintain currency chests 
at such offices as Government elect and provide offices and staff sufficient to 
deal with this work free of cost to Government, The Imperial Bank issue 
Government loans, sell treasury biUs and buy sterling on Government ac- 
count, etc., etc. 

In this connection it should be remembered that Government have im- 
posed restrictions on the business which can be transacted by the Imperial 
Bank in view of its comiection with Government, and also that as the Bankers’ 
Bank it has to maintain very much larger cash balances, earning no interest, 
than other banks in this country. 

It is not known what facilities and conces.sions, if any, the Imperial Bank 
, has from municipal and other corporations and Indian States. My Committee 
, understand that these are a matter of arrangement, in the making of which 
the corporations and States have an cn(/irely free hand. 

The question whether the existing arrangements between the Imperial 
Bank and Government should be continued is dependent on whether the pro- 
posal to establish a Reserve Bank is made effective. If a Reserve Bank is 
established, the relations between Government and the Imperial Bank of India 
will be entirely altered, and thisquestion will riot arise. If on the other hand 
a Reserve Bank is not established, it is a, matter for Government to consider 
whether the existing arrangement is the best one it can make for the conduct 
of its business and the safeguarding of its balances. It is understood that the 
existing arrangement is a favourable one for Government and has worked 
well. 

This Chamber has already expressed its opinion in favour of the establish- 
ment of a Reserve Bank in India. 

As the facilities and concessions referred to are part and parcel of the mono- 
poly granted to the Imperial Bank as sole bankers to Government, it is obvious- 
ly not possible for exactly similar facilities and concessions to be distributed 
to a number of joint stock banks. If the monopoly is to be withdrawn, new 
arrangements will hav^e to be concluded, the terms of which would require 
very careful consideration. By the Imperial Bank of India Act, the Govern- 
ment of India have imposed conditions on the Imperial Bank with regard 
to the business which it may transact and the number of new branches it 
requires to open. The joint stock banks are not bound by similar conditions 


620 


and if, as would appear logical, in the event of the Government distributing 
their business among several banks, conditions on similar lines were imposed, 
this would, in my Committee’s opinion, greatly interfere with the business 
of the joint stock banks as now conducted and would result in the withdrawal 
of banking facilities now enjoyed by the general piiblic, to an extent which 
both the joint stock banks and the public would consider imdesirable, 
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No. 60. 

Statement of evidence submitted by the Secretary, Indian Chamber ol 

Commerce, Calcutta. 

PEEFATORY NOTE. 

Credit and finance are the life-blood of trade, commerce and industry. 
The Indian commercial communitj', so far as the supply of credit is con- 
cerned, has been living on a very meagre diet. It was, therefore, with, 
feelings of real pleasure that they welcomed the appointment of the 
.present Banking Enquiry Committee as a sign of the awakening of Gov- 
ernment to its sense of duty. Whether their hopes will be fulfilled 
or not will depend upon the nature of the recommendations made by the 
Central Banking Enquiry Committee and the extent to which the Govern- 
ment of India will give effect to them. 

In our opinion no industrial or commercial progress is possible by any 
country without a proper banking system suited to its requirements. The 
Government of India have so far in this respect failed to adopt a proper 
policy. They have followed a iJoliey of Jaisscz faire with the result that 
even with a command over raw materials and an immense internal 
market, India is industrially a backward country. Even for articles, the 
manufacture of which does not require high technical skill, we have to 
depend upon foreign countries, "^^^lilst the policy of free trade pursued 
by the Government of India is to a great extent responsible for the 
stunted industrial growth of India, we feel that the banking policy of 
Government, rather the absence of one is also no less responsible for d. 

As regards the external trade of the country, practically the whole of 
it is in the hands of European firms. The financing of this huge trade 
is done entirely by foreign banks. There is not a single Indian bank 
engaged in this business. Even the Imperial Bank has been, as a 'con- 
cession to the powerful foreign banks, precluded from engaging in exchange 
business. As a result of this monopoly Indian firms find it very difficidt 
to compete with European firms who get all the assistance that they re- 
quire from such banks. What this means to the country will be seen 
from the following figures; — 

The value of the goods exported and imported by this country annually 
is about 570 crores of rupees. The share of Indians in this immense trade 
is less than 15 per cent. Assuming that the merchants engaged in this 
business make on an average 2 per cent, commission, the profits of 
European firms amount to about 10 crores of rupees annually. Besides, 
the European merchants are able to extend patronage to the extent of 
several crores of rupees every year by way of brokerage on goods bought 
and sold, brokerage on exchange, brokerage on insurance, brokerage on 
freight secured and other incidental operations. Indians had to be content 
with moving the crops from the fields to the ports and sending the im- 
ported goods from the ports to the mofussil. Indian merchants are being 
driven out even from this business. ■ The Em'opean export and import 
houses, with their vast resources, are competing very seriouslv with Indian 
firms for this kind of business. Indian finns in spite of their economic 
management find it impossible to withstand them for any length of time 
as their resources are limited. . ’ > , ' ” 



522 


Before the advent of the British rule, India had an indigenous banting 
system of its own. The indigenous bankers wbo were known as shroffs, 
sowcars or chetties financed the entire trade of the country.^ But whilst 
conditions of production and distribution have in modern times changed 
considerably, the indigenous bankers have not been able to adapt them- 
selves to changed conditions. The result is that they are hopelessly out 
of joint. Though the internal trade is still to a great extent financed by 
the indigenous bankers, they are incapable of supplying the finance re- 
quired for large production or export and import business. 

With the introduction of modem machinery, the production, of goods 
which used to be done by artisans in their oun houses has been concen- 
trated in big industrial centres, but the capital nhich used to finance 
small industries has not been able to combine. The chief reasons for this 
lack of combination on the part of Indian bankers ai'e inter alia (a) Hindu 
Law of inheritance whereb}' the sons divide equally the fortune left by a 
father and succeed to a business by right of inheritance. It is due to this 
reason that there are no private banking houses which can pride them- 
selves on an uninteiTupted existence of a century or more or which can 
be favourably compared to some of the private banking companies of 
England, (b) want of educational facilities whereby the indigenous bankers 
of India have not been able to realise the benefits of joint stock trading, 
(c) want of a sound banking policy bj- Government, and (d) flio dominance 
of the foreigners in administration, commerce and industn', which has 
checked every initiative of the nationals through the apathy of Government 
and the hostility of the foreigners. 

The big joint stock banks in England arc only the outcome of the 
amalgamation of small banking houses that existed before the establish- 
ment of the present banks. Whilst in England with the growth of 
industry, there has been considerable gi’owth of banking, India has moved 
in the opposite dhection. The position to-day is that the indigenous 
bankers in India are like Lilliputians who in spile of their numbers are 
helpless in tackling financial problems of tins country. 

Besides, the resources of the indigenous bankers have been dwindling 
of late owing to various reasons. W'hen the sowcars or the shroffs held 
the field of finance, borrowing by Government of the country or investment 
of money in stocks and shares by the -people was inconsiderable. The 
result was that any one who had any surplus money, deposited it with 
his shroff or sowcar, wbo in turn with that money helped to finance the 
trade of the country. Owing to the constant borrowings of Government 
from the market and in recent years at high rates of interests, the floatation 
of joint stock concerns and the deposits attracted bv the foreign e.xchange 
banks, the resources of the shroffs have been considerably curl ailed. 

We think that the most important problem that requires serious con- 
sideration at the hands of the present Banking Committee is to devise 
means to develop banking in.'stitutions in the country'- to keep pace with 
its requirernents. As a first step towards the development of Indian 
banking it is necessary that steps should be taken to effectively link the 
indigenous bankers to the banking organisation of the country. To 
achieve this purpose we suggest that in small towns where branches of 
] 0 ’nt stock hanks do not exist, (1) indigenous bankers should be en- 
couraged to combine and start joint stock banlcs of their own and (2) banks 
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should be encouraged to appoint the local shrofi or shroffs to lact as their- 
agents. Bj’' these means it will be possible for the banks to reach the 
smaller merchants who during the busy season require financial facilities 
for moving crops. It would be also helpful if all banks have a local 
Advisory Committee for every branch whereon local .shroffs and merchants 
are invited to serve. This will mean a close association of the indigenous 
bankers with modern banking methods and will prove of great utility and 
educative value. The association of local shroffs with the management of 
a bank will not only inspire confidence amongst the local people but the 
shroffs themselves will be able to realise the advantages of joint stock- 
banking. These steps, in our opinion, will be of great help in promoting 
modern banking habits amongst the indigenous bankers. 

Indian banking was in its infancy when it received a severe set bade, 
by the financial crisis of 1913, Poverty of the country, paucity of savings, 
illiteracy and the habit of hoarding whatever little savings can be made, 
and hostility of vested interests may be some of the reasons why so few 
banks have been started in India. Want of banking education and ex- 
pert knowledge on the part of promoters and management in some cases 
and insufficient direction in some others b\ the directorate who give only 
a small and spare time to the direction of institutions under their charge- 
may also be responsible for the stunted growth of joint stock banks. 
But with the encouragement afforded to the Imperial Bank of India to 
open so many branches and to compete with branches of joint stock 
banks on absolutely unequal and unfair terms and with the growing com- 
petition of exchange banks the prospects of Indian managed banks are 
not at all promising as they cannot be expected to compete with them 
under the present circumstances. The success of Indian banks will mainly 
depend on the Indian public which should have a frame of mind in which 
it should consider its duty to support its own banks and deal with them- 
alone, as is the case in most of the civilized countries. If it is intended' 
to develop Indian banldng, restrictions should be placed on the borrowing 
powers of exchange banks and the activities of the Imperial Bank of 
India in the matter of opening branches should be severely controlled. 

Association with a certain vocation for generations develops an inborn 
tendency for the same vocation and so certain communities which have 
been doing that business for generations can be properly described as 
banking communities. There are such banking communities in India, e.y., 
the IMarwaries of Bajputana, the Shikarpuries of Sindh, the Sowcars of 
ll. P., the Punjab, Gujerat and the Chetties of the South. Owing to their 
association with banking for a number of generations, members of these 
communities have a natural in.stinct for banking. We suggest that scholar- 
ships should be offered to suitable young men to study modem banking 
methods ; such 3 'oung men will, in our opinion, prove very efficient bank- 
managers. 

Every bank has a certain amount of call liabilities. Sound banking 
demands that a certain percentage of such liabilities be kept in cash.. 
Prudent bankers do maintain a reasonable percentage of their liabilities in 
cash and call-money; but as their profits depend upon the amount they 
can loan out, they cannot keep a very big percentage of then* resource? 
idle in the tills of banks. Even with the utmost prudence there are- 
at times unexpected calls on the resources of a bank. If there are no 
facilities available whereby a banker can at such times convert his assets 
into liquid cash, he has to go to the wall in spite of the fact that his position- 
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is intrinsically sound. jE'ven tlie indigenous bankers bave a system 
nmongst themselves which is know'n as the Khate Peta system whereby 
they loan or borrow from each other money at call. So long ^ as the 
credit of the indigenous banker is good, he has no difficulty in getting any 
reasonable amormt required from the other bankers. But so far as the 
joint stock banks in India are concerned, unfortunately owing to the 
absence of a Central Banking Institution responsible for the currency and 
credit management of the country, no such facilities are available to them. 
The Imperial Bank of India being itself a competitor of joint stock banks 
mid not being a Bankers’ Bank in the strict sense of the term has failed 
in its duty to offer facilities at such emergencies in the best possible way. 
The history of all the big banks of the world will show that in their 
careers, there have been times wffien they were faced with unexpected 
'■difficulties and had not help of the nature indicated above been forth- 
coming, some of them with their present mammoth financial resources 
would not have been in existence. To ensure the growth of healthy bank- 
ing, it is very essential that a Bankers’ Bank be established which could 
Teadily come to the help of all hona fide banks in times of difficulty. 

Credit is very sensitive, and the slightest breath of suspicion is suffi- 
cient to set aflame the fire of distrust in the minds of the public, especially 
in a backward country like India. The establishment of a Bankers’ Bank 
wdth a more liberal policy than that which has been pursued in the past 
IS the sine qua non for the development of Indian banking. 

No amount of help or measures can lead to any growth of banking if 
Government of the country is a constant borrower of money at a high rate 
of interest. The one big difference between banks and ordinary business 
concerns is that whilst the earning capacity of tlje former is lirnited there 
is no limit to that of the latter. The rate of interest wdiich Government 
have been paying during the last two or three years is fatal to the gi'owth 
of any new' concerns in the country. When a man can make quite a decent 
rate of interest by lending money to Government there is no reason why 
he should venture into business, be it that of banking or anything else. 

To allow Indian joint stock banks to develop to their full extent we 
think rfestrictions should be placed on the operations of the foreign banks 
in India. Owing to their huge financial resources and the control that 
they exercise over the external trade of the country these banks are able 
to attract large deposits which would ordinarily go to the Indian joint 
■stock banks. The deposits that these banks ' attract are not used to 
finance Indian trade and commerce but, are used mainly to finance the 
external trade. The attitude of the foreign banlvs towards Indian business- 
men in general is very unsympathetic. The exchange banks did not and 
do not grant proper facilities to Indian importers. 

The right to bank in Australia is an exceedingly close privilege and 
•although there is no Act specifically prohibiting foreign banks from engag- 
ing in business there, yet no foreign bank has been successful in -obtaining 
a foothold notwithstanding the fact that serious efforts have been made 
by powerful foreign co-operations in this direction. It may be interesting 
in this connection that the bank which calls itself Bank of India, Austi'alia 
and China has not been able to open a branch in Australia. So far as 
w'^e Imow, there are restrictions in Canada too against non-national banks 
carrying on any busine'sss there. In the Beserve Bank Bill introduced 



by. Sir Basil Blackett, which was subsequently withdrawn by the Gov- 
ernment of India, a schedule was attached containing the names of th.e 
banks entitled to 4he membership of the Beserve Bank System. In tha^k 
list there were the names of only five Indian banks whilst the remaining 
were those of foreign banks. As against this wc may cite the case of 
Australia where foreign banks are not allowed even to open accounts with 
Australian banks. 

If the Banking Enquiry Committee recommends the establishment of 
a Beserve Bank^ we suggest that a similar restriction on foreign banks 
should be imposed, and no foreign banks should be allowed to carry on 
ordinary banking business in this country unless they are registered in. 
India Avith a rupee capital and have a majority of Indians on their direc- 
torate. 

The uncertainty regarding the standard of value is in our opinion fatal 
to the growth of banking habit. In spite of the unanimous demand of the 
country, the Govermnent of India have failed to give the country a full 
value coin. Since the stoppage of the free minting of silver in the year 
1893 the rupee has been a token coin. The value that this token coin 
i.s supposed to represent has been changed more than once. We, therefore, 
strongly recommend the establishment of a real gold standard and gold 
currency in the country. As the question has been very fully discussed 
many times, we content ourselves by reiterating the demand which has 
been persistently made by this country and which has been equally per- 
sistently refused by Government. 

The Committee should also A^ery carefully go into the question of the 
establishment of a Central Beserve Bank. The scheme of the Central 
Beserve Banlc as embodied in the bill introduced by Sir Basil Blackett 
Avas not acceptable to the country for various reasons. First of all, the 
Act did not provide for a gold standard as demanded by the country. 
What AA^as sought to be given instead Avas the continuation in a different 
form of the present gold exchange standard. Secondly, there was a 
bitter difference of opinion betAA'een Government and the popular repre- 
sentatiA'es in the Assembly OArer the question of the directorate. Owing 
to the present political position of India A\’herein GoA^ernment is not res- 
ponsible to the public, none of the constitutions of the central banks 
of other countries can be suitable to this country. There is no gain- 
saynng the fact that oAving to the policy of the GoA’ernment of India in 
subordinating the interests of Indians to those of British merchants AABich 
in many cases are diametrically opposed, Indian businessmen can have 
no confidence in GoA'ernment as it is constituted to-dav. They cannot 
therefore, accept any institution so Autolly affecting their interests, the 
management of AA'hich is sought to be. left entirely or largely in the hands 
of Government. They reqAAire proper safeguards against their interests 
being ignored or sacrificed. This is AAdiy there was such a sharp difference 
of opinion over the question of the management of the proposed bank. 
In iact it can be said that the ship of the Beserve Bank foundered on 
the rack of the composition of its directorate. 

We cannot understand aaIav the Government of India shoAAld be so dead 
opposed to the principle of tlie Legislatwe Assembly electing some direc- 
tors. No doubt in other countries Government control such institutions, 
but Government in those countries is nothing else but an execAAtivo 
bod}'; of the majority party in the legislature. In India the elected 
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(members of the Assembly are the majority party and we do not see any 
•reason why they should not be conceded that right. The Secretary of 
-State for India recently remarked that in. India Dominion Status was 
already in action. This statement can be to a certain extent justified in 
the field of finance, if Government concede to the Assembly even a partial 
control of the institution responsible for managing the credit and currency 
of the country. 

Besides, it should be remembered that the Eeserve Bank is naeant to 
serve as the apex of the banking system of the country. If there is an 
unsympathetic directorate in charge of the apex institution, one cannot 
hope for any appreciable help by it in promoting banking in India which 
is so necessary for the economic development of the country. It is the 
Indian merchants who to-day stand in need of sympathetic treatment re- 
•garding supplies of credit and finance, not the European merchants. It, 
t therefore, makes it all the more necessary that the directorate should be 
composed of only such Indians as enjoy the trust of the Indian commer- 
cial community and the general public. Indian businessmen would rather 
do without a Eeserve Bank than have one with a Government majority. 
We do not think it is at all difficult to evolve n constitution for the 
Eeserve Bank acceptable to the country, if the Government of India are at 
all serious in transferring the control o'f currency and credit from their 
'hands to an independent institution. 

Besides the question of the composition of the directorate, another im- 
portant matter in connection with the Eeserve Bank that requires to be 
carefully considered is the manner in which the different kinds of credit 
iustiturlong in the country are to be linked up to the Eeserve Banlt 
‘System to enable them to utilise the facilities offered by the Eeserve Bank. 

The different In'nds of credit institutions necessary for financing all 
ju’oduotlve activities in the country are: — 

(a) Land mortgage and co-operative banks for financing agriculture, 

(h) Industrial banks for financing indusiries, and 

(c) Commercial banks for financing trade and commerce. 

The question that has to be con'^idored in this conned ion is whether 
'the different kinds of banking institutions mentioned above should have 
a head office for the whole of India which can deal direct with ihe 
^Reserve Bank or they should be organised on a Provincial basis with access 
to branches of ihe Eeserve Bank, In our opinion the edifice of banking 
institutions in this country .should be somewhat on the following lines ; — 

Reserve Bank. 


r 

Branches of 
Reserve Bank. 

I 


Provinciol Provincial Commercial 
'land mort- Co-operative Banks, 
sage banks. Societies. 

i , I 

District Land District 
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Village Credit 
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Land 
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It will be seen that whilst we are in favour of Provincial organise fcion 
for all other kinds of banks dealing directly with the branches of the 
Peserve Bank, we are making an exception in the case of industrial banks. 
As the financing of industries requires the application of expert technical 
skill, we think it desirable to restrict the right of dealing with the Keseiwe 
Bank to the head office of the industrial banks alone. 

The Eeserve Bank like the Bank of England should not be prevented 
irom engaging in open market operations such as discounting of bills, 
sales and purchases of securities, etc. Experience has shown that owing 
to the restrictions imposed on the Federal Eeserve Bank, it was not able 
to effectively control credit when it was necessary to do so. 

We suggest that in deciding the composition of the assets of the Note 
Issue Department of the Eeserve Bank, provision should be made to ' 
enable notes being issued by the Eeserve Bank to the extent of 25 per 
cent, of the total, note issue on the security of first-class commercial 
paper. 

After all that has been said about the development of banking one 
cannot shut his eyes to Ihe fact that the conditions necessary for the 
growth of banking do not exist in the case of India. Banking can deve- 
lop only out of the savings of the community. Thanks to the ever-in- 
creasing burden- of taxation; absence of industrial development owing to 
the callous attitude of ’ Government, jjoor return to the cultivator for 
his agricultural produce, people in this country can hardly make both ends 
meet. In February last, Sir Frederick Sykes, the Governor of Bombay 
remarked, while addressing the Bombay millowners, that 5D0 crores are 
being lost to India annually through failure to take full advantage of the 
productive possibilities of the soil. Unless, therefore, Government of the 
country directs its energies towards improving the productivity both in 
the sphere of agriculture and' industries thereby enabling the people to 
save something; there cannot be much improvement in the development of 
banking in India. 
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APPENDICES. 

I Industrial Banks and Credit facilities for India’s main Industries. 

i\Iv CouiDiittee do not propose to reply to tlie questions cid scTiaiivi 
but they have confined their attention to a few important questions in 
the questionnaire. 

Ansioer to Question 1 . — The only credit facility available to industrial 
concerns at present in this country is floating capital for current require- 
ments. With the exception of a few banks, this foi-m of facility is granted 
only by the Imperial Bank of India to a considerable extent. It is known 
as the cash credit system. The advance made by the bank is secured 
bv stocks of raw and manufactux'ed goods. In this connection we would 
like to draw the attention of the Committee to the fact that the Imperial 
Bank in the case of such advances m.akes distinction between the cotton 
and iute industries. Whilst in the case of jute mills, the Imperial Bank 
does not require a mortgage of the block against loans, in the case of 
cotton mills such a mortgage is necessary. The Imperial Banlc generally 
grants up to 75 per cent, of the value of the .stocks. Cash credit is 
available only to big industries like jute and cotton. Even for current re- 
quirements the present facilities are not in our opinion sufficient. The 
Imperial Bank makes advances only when an industiy is well established. 
No facilities are available in the initial stages. Besides, the facilities in 
the form of cash credits are liable to be withdrawn by the banks at any 
moment. Certain industries require finance for selling goods on credit but 
they do not get the same. They should be enabled to raise money on 
the security of bifls on their customers. 

As regards fixed capital expenditure or block, none of the banks in 
India at present gi-ant any facilities to the industries. Many conceras or 
private firms are able to raise . a sufficient portion of the capital 
required for starting a new industry, but they sometimes find that they 
cannot complete the scheme owing to insufficient finance. In the ca'^e of 
established concerns also such credit facilities are required for replacing old 
machinery by new or installing improved types of machinery or for making 
additions to the existing plant. The form in which some" industrial con- 
cerns avail themselves of such help is by is.suing mortgage debentures. 
Industrial concerns managed by Indian firms find it very difficult to place 
debenture loans on the market. This, in our opinion, is not due to any 
lack of capital. An investment in the fi.rm of a debenture loan is quite 
safe, but owing to the fact that there is no organisation which could guide 
the investors in this matter, they are generally shy. If an industrial 
bank on the lines suggested by us hei’eafier can be set up, it could nnder- 
UTite such debenture loans. The industrial hank Avould not have anv' 
difficulty in selling such issues to the public as owing to the association of 
a first-class industrial bank with the loan, the investing public will have 
full confidence in the security. 

Answer to Question 5 . — ^In the case of jute, which is the most import- 
ant trade in this Presidency, the v^arious classes of documents in use 
are : — 


(a) Bills of lading or railway receipt of inland transport companies. 
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(b) Pucca delivery orders in the form of an order on the godown- 

keeper of the mill or the press-house concerned to deliver the 
goods specified to the registered holder (such orders are issued 
only against payment). 

(c) Mates receipts and bills of lading issued by steamship companies. 

The various stages of the jute trade from the movement of the crop 
from the mofussil to the sale of goods to the foreign consumers are:— 

(a) Import, 

(fa) klanufacture, 

(c) Bailing, and 

(d) Export. 

With the exception of some European merchants who are able to get 
financial facilities from banks on the secuiitj of stocks in up-country 
godowns, the import trade is financed by the traders themselves. Manu- 
facturers carry stocks of raw jute sufficient for several months’ consump- 
tion. Some of the mills have their own funds whilst others are able to 
get cash credit from the banks on the security of such stocks. Jute 
mills rarely carry unsold stocks of manufactured goods. The sold stocks 
are paid for by the buyers. Balers are to a small extent financed by the 
banks. Eor the export trade no finance is required. 

Eor many other commodities besides jute, such as piecegoods, seeds, 
grams, etc., the commission agents have to find the necessary finance. 
The up-country merchants draw from 70 per cent, to 100 per cent, of the 
value of the produce on the commission agents. In the case of exports 
to the mofussil considerable credit is allowed by the commission agents 
to the mofussil merchants. 

Eor the internal m'ovement of the crops and imported articles, the finan- 
cial facilities available are very insufficient. Banks in India are not pre- 
pared to trust the merchants to the same extent as they do in other coun- 
tries. For example, a Challaniwalla who exports piecegoods to the raofus- 
sil, cannot get any financial help from banks on the security of his 
outstandings from mofussil merchants. In other countries, importers are 
able to get deliverj'- of goods from their banks’ and pay for them months 
after it. What is required is a more liberal policy. The exchange banks 
are concerned only with the e.xport and import trade whilst the resources 
of the indigenous banks are insufficient for this purpose. The situation can 
only be remedied by the development of banking on proper lines. 

Ansiver to Question 3. — ^Banks in Calcutta generally make loans against 
securities of stocks and shares of jute mills, hessian, gunny and jute > 
delivery orders and bullion. To a small extent, loans are made also on 
the security of piecegoods, jute and other raw materials. Some banks also 
discount hundis. The rate of interest charged varies from bank rate to 
2 per cent, above bank rate, according to the nature of the security offered. 
The rate of interest chai’ged by financial houses and commission agents 
varies from 4 to 9 per cent, according to the standing and means of the 
borrowing party. Many small industries have got to pay interest as high 
as 24 per cent., even when they borrow on the security of their assets 
e,g., coal, leather industry, oil mills, rice-mills, tea gardens. 

Von. II • ,2 k 
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1^’rom enqxiii-ies made amongst tlie members of the Chamber, vfe find 
that whilst some sort of credit facilities are available to big merchants, the 
smaller merchants find it extremely difficult to get any credit at all. The 
position is especially bad in the up-countiy centres. Many merchants 
have ample security to offer but still cannot obtain any loan. Owing to 
lack of financial facilities their business is hampered. 

Answer to Question 4 . — The foreign exchange banks concern them- 
selves with foreign trade and do not consider it to be within their pur- 
view to help industries — though they do it to a small extent to finance 
industries under European control. The reason why the Indian joint stock 
banks have not freely financed industries is due to their reluctance to 
lock up their resources. Owing to the fact that in the case of a crisis 
there is no Oentral Authority or a Bankers’ Bank on which they could 
count for support, the banks generally prefer to keep their resources in a 
liquid form. Besides, the staff of the banks do not possess adequate 
industrial and commercial knowledge, and, therefore, they cannot judge 
whether a concern is intrinsically sound or not. We, therefore, think that 
financing of industries to any great extent is not possible by the present 
banks. In the case of these banks, there are frequently influences at 
work trying to discredit them in the eyes of the publiq ; they have always 
to be prepared for eventualities and hence under the present circumstances 
it will not be advisable for them to engage in financing industrial con- 
cerns. Another reason why banks in India are shy of making large ad- 
vances to industrial concerns is the insecurity about the prospects of the 
industry. In other countries, whenever a particular industry experiences 
depression due to any cause whatsoever, the industry can always count 
upon the support of Government of the country, but in the case of India, 
owing to the unsympathetic attitude of Government, industries are left 
to the tender mercies of powerful foreign competitors. The case of the 
cotton mill industry is an instance in point. We, therefore, suggest that 
in order to provide adequate financial facilities to industries, an industrial 
bank should be started as soon as possible. Such a bank should, in order 
to inspire confidence, be started under Government auspices. Government 
should guarantee a minimum dividend to the shareholders. The Govern- 
ment of India did guarantee such dividends in the case of many railway 
concerns and in some cases had actually to pay such dividends. We do 
not see any reason why Government should not take a similar step in the 
case of the industrial bank. Such a bank, if established, should have on its 
directorate prominent Indian businessmen drawn from all classes. 

We suggest that such a bank should be started with a capital of ten 
crores of rupees. If Government guarantee a minimum dividend of 5 
per cent., we think there will be no difficulty in getting the shares sub- 
scribed. The holding of non-Indians In the banks should be restricted to 
30 per cent, of the total capital. Besides its own capital, the bank, in 
our opinion, will be able to attract considerable amount of deposits. The 
bank should confine itself to taking time deposits only. The Central 
Cufiency Authority whether it be the Eeserve Bank or the Govemmen 

India, should issue fresh currency whenever required, on the security 
of trade bills to the extent suggested by us elsewhere. 

We are not in favour of imposing any statutory restrictions on the 
business of the bank, but Government should, through its representatives 
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on the Board, take care to see that money is not advanced without suffi- 
cient security, that every scheme is examined thoroughly by experts and 
that there is no favouritism in the treatment of industries or concerns 
conducted by particular individuals or firms. 

A great deal of potential credit is at present lost to the commercial 
community as it is not possible for them under the present circumstances 
to readily obtain any loans against the security of landed property. This 
in our opinion is to a certain extent due to the intricacies of the MiTukshara 
Hindu Law whereby banks find it very difficult to take possession of the 
mortgaged jiroperty in case of default. We suggest that the whole posi- 
tion with regard to this law should be thoroughly examined to bring it 
into line with modem requirements. 

I 

II. — Financing op Foebign Teade. 

Ansiver to Question 2 . — So far as we are aware, no clean credit is 
available to Indian merchants. The rates charged for time bills depend 
upon the discount rate and the Bank of England rate. These rates fluc- 
tuate according to the state of the money market in England. In this 
connection we may like to mention the fact that the penalty charged by 
the exchange banlcs for late completion of exchange contracts is very 
high. The penalty charged at present is 1/32 penny per week. Many 
times the importers do not know when the steamer is actually to arrive. 
Cargo steamers do not observe any fixed time-table, and as regards the 
date of sailings also the matter is not under the control of importers. If any 
importer buys for April shipment, the seller can ship his goods at any date 
in the month of April and the steamer may leave even in May. As the 
exchange banks make contract for one month only, sometimes it is a real 
hardship to the merchants. The penalty of 1/32 penny per week works 
out nearly 1/5 per cent, per week. In the case of exports also sometimes the 
steamers are delayed and hence it is not possible for merchants to deliver 
their bills within the contracted period. 

Answer to Questior, A . — We are in favour of establishing bonded ware- 
houses at all important ports to enable merchants to warehouse their 
merchandise. Warehousing facilities at present available are not sufficient 
for the requirements of the trade. In the existing bonded warehouses 
in Calcutta, some of the terms on which the goods are warehoused are 
very unfair to the merchants. For example, the merchants on whose 
account goods are stored in the bonded warehouse through the agency of 
banks have no security or guarantee about the number of packages stored 
or the weight of the goods. The warehouse authorities do not definitely 
admit that they have received so much goods fon warehousing. What they 
say is only that the goods warehoused are alleged to be so much, and 
neither the bonded warehouse authorities nor the banks are responsible 
in case of short or wi’ong delivery. The charges of the bonded warehouse 
in Calcutta are very high and the methods employed by them in taking and 
giving delivery of goods are very dilatory, thereby putting the merchants 
to considerable inconveniences. 

With regard to the practice of port trust warehousing we suggest that 
merchants should be allowed to warehouse their goods without payment of 
duty, and the duty should be collected at the time of the deliverv of 
the goods. 
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We understand that at present certain articles are warehoused without 
payment of duty and in the case of other articles such as steel, hardware, 
etc., the duty has to be paid before the goods can be warehoused. As 
on many articles the duties are fairly high, it means that the merchants 
have to pay in some cases about 40 per cent, of the value of the goods, 
before they can store them. 

The whole of the export and import trade of this country is practically in 
the hands of a few European mei'chants. The branches of foreign banks, in 
which category we include all banks not registered in India with a rupee 
capital, finance this trade. The Imperial Bank is prevented from engaging 
in foreign exchange business by a provision in the Imperial Bank Act, 
whilst the resources of the Indian joint stock banks are not sufficient to 
enable them to engage in this business. Even if the resources are suffi- 
cient as thev aic in the case of one or two Indian banks, thev find it 
rather difficult to compete with foreign banks. 

Whilst small European firms of inconsiderable means expononce no 
difficulty in carrying on export and import trade to any extent, and can 
give facilities to the customers, Indian fiiuns of even good standing do not 
get all the financial facilities required. Where bills are drawn on a 
London bank against an irrevocable letter of credit, there is not the 
least difficulty in negotiating such bills. There is a great competition 
amongst the banks to secure such bills as they are a first-class form of 
investment. But besides buying such pills, the attitude of the exchange 
banljs towards Indian business houses is not .as sympathetic as it ought 
to be. 

The chief facilities required by the expoid- and import mei’chnnts are : — 

(a) Opening of credit where an importer purchases from a foreign 

party on such terms. 

(b) Eelease of goods on acceptance. 

(c) Discounting of D. P. Export bills drawn on the exporters’ foreign 

branch, agent or buyers. 

(d) Sale of D. A, Bills on parries other than London banks, or 

D. P. Bills drawn on parties in countries other than England, 

and 

(c) Favoui’able bank I'efei’enccs. 

We do not Imow what the situation in other parts of India is, but so 
far as the trade of Calcutta is concerned, Indian business houses engaged 
in the export and import trade do not get the facilities mentioned above. 

In the case of opening credits, excessive margins are required to be 
deposited. T\Tiere a merchant buy's goods for shipment several months 
after the transaction, it means locking up of a considerable sum of money. 
Whilst the charges for opening credits are reasonable in the matter of 
margin necessary for opening of credits, the policy of the banks in India 
is very much conservative compared to that of the banks in other coun- 
tries. Even first-class Indian firms are required to deposit 10 per cent, 
to 15 per cent, of the value of the goods irrespective of the fact whether the 
commodity is of a fluctuating nature or not. Our information is that banks 
in other countries accommodate their merchants of good standing without any 
deposit. Though we cannot make any definite statement as the banks 
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and the business houses' concerned do not give the necessary information, 
, we think that the European houses in Calcutta are not required to make 
such deposits. 

The few Indian merchants who import fi’om abroad cannot do so on D. A. 
terms; they can do business only on D. P. terms. This means that the 
merchants have to make payment before the banks will release the goods. 
In other countries, banlcs release goods on the acceptance of their clients 
M'ho make payment months after taking delivery of goods. This is a 
great facility to the merchants concerned. Eor example, an' importer of 
jute goods in South America is able to get delivery of the hessian cloth 
that he imports from India without making payment. He converts the 
cloth into bags, sells it to the farmers and out of the sale proceeds pays 
his bankei’s. Thus merchants there are able to do business without much 
capital of their ovtq, this is, however, not possible in India. Leaving 
aside the question of releasing goods on acceptance, some of the exchange 
banks will not even make an advance against the security of goods held 
by them in case Indian importers want time to take delivery of the im- 
ported goods. In order to encourage the import of klanchester piecegoods 
such facilities are now being offered to merchants engaged in that trade, 
but in the case of other commodities such facilities are not freely available. 

In the case of jute, sales are generally made on D. P. terms. Those 
merchants who work through London agents generally draw D. P. bills 
on their agents. As a London party is always considered safe whatever 
its means, the banks here readily discount such bills. The fact that 
recently in the' London jute market there have been a number of failures 
has not caused the slightest perturbation in the minds of exchange banks. 
The bigger export houses have either subsidiary companies or branch 
houses in London. As the Continental buyers prefer not to be drawn on 
for the value of the goods sold to them, and in many cases want time 
to make pavment, it is necessary to draw on the London branch. In the 
case of Indian exporters, some banks do not like to buy such D. P. bills 
even if the London office maintains a very satisfactory account with the 
London office of the bknk. 

In the case of export of manufactured goods, some of the buyers in 
foreign coimtries whose financial position is undoubted do not like to incur 
the expenditure of opening credits. They prefer to buy on D. A. terms; 
some buyers want to make payment after the arrival of goods ; some buyers 
want to make payment by a draft on their London house against delivery 
of goods. In all such cases the exchange banks while they are prepared 
to grant facilities to European merchants, generally do not accommodate 
Indian businessmen. In short, in the case of Indian businessmen it is 
only possible to do export business if they are able to get a confirmed 
letter of credit opened in their favour by some first-class London bank. 
This places them at a disadvantage with their competitors. Most of the 
hnvers of hessian in North and South America do open such credits, but 
owing to the keen competition that prevails for this kind of business there 
is not ranch profit in it. but where it is really possible to make a reason- 
able commission, the Indian m.erchants owing to the -difficulties described 
above, cannot compete. 

The question of bank references is of the greatest impoidance to 
merchants who are or are likely to engage in the external trade. No 
trader in any part of the world would like to deal with a merchant in 



534 


■a foreign country for wfiom lie does not got satisfactory bank references. 
Tt Has been brought to tlie notice of tbis Cbanaber that in case of some 
Indian firms satisfactory references are not supplied to_ the overseas 
merchants by the Calcutta banks. In the case of foreign merchants 
whose resources are considerably less than some of the Indian firms, 
about ivhom satisfactoiy references are not supplied, the banks of their 
•countries supply very good bank references. 

If an Indian firm threatens to seriously compete with the established 
European business houses in the export and import trade, it has to meet 
with several other difficulties, one of which is that some of the Emopean 
competitors start rumours from time to time about the impending failure 
■of the Indian firm concerned. Such rumours are duly cabled to all foreign 
connections of the Indian firm. The European bank-managers in Calcutta 
readily believe such rumours even when thej' have ample proofs to the 
contrary; they are in a great hunw to withdraw any financial facilities 
that they may have granted to such firms. 

In fact, the European business community in Calcutta of which the 
Lank managers are a part, work in close co-cpeiation and make it practi- 
cally impossible for Indian firms to seriously compete with them in the 
export and import trade. In order to enable Indian merchants to com- 
pete ' successfully with European firms engaged in the export 'and import 
trade and to remove the handicaps that are placed in their way at pre- 
sent by the foreign banks, w^e suggest that Indian banks should be en- 
couraged to engage in exchange business. As a first step towards achiev- 
ing this object w^e suggest that the present restriction on the Imperial 
Bank whereby it is not allow'ed to engage in exchange business, shoidd be 
removed at once. It is indeed regrettable that whilst the Imperial Bank 
ig made to compete with indigenous joint stock banks by being forced 
to open branches and in many other ways, it has been restrained by 
statute from competing with exchange banks. The resources of the Indian 
joint stock banks at present are not sufficient to enable them to compete 
successfully with the powerful exchange banlrs, but duo to the financially, 
strong position of the Imperial Bank and its prestige owing to its associa- 
tion with the Government of India, we are sure that if the Imperial Bank 
enters the field of financing the foreign trade, it will be able to compete 
successfully with other banks that hold monopoly of this business at pre- 
sent. In our opinion, the Imperial Bank should be asked to stop opening 
any further branches in the countiw, thereby leaving the field of extending 
hanking facilities to indigenous joint stock banlrs, but should be required 
to open branches at foreign centres, c.q.. London, Hamburg and Hew 
Torlc. 

Once the Imperial Bank is firmly established in this business, it will 
be easy for other Indian banks also to follow suit. Wc quite realise, the 
possibility of the Imperial Bank incurring some losses in the initial stages, 
hut in view”^ of the fact that the monopolising of the export and impoii 
trade by foreigners ...eans the closing ot a trrofitable line of business to 
Indian merchants, Government v’^ould be well advised in subsidising the 
hank to the extent of its loss, if any. The opening up of 'branches by 
Indian banks in foreign countries will not only enhance the prestige of 
Indian businessmen in other countries, but will enable them to engage iri 
the export and impoili trade. In this connection we would like to men- 
tion the fact that if the Imperial Bank is really to serve the interests of 
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Indian businessmen, tlie personnel of the bank "will have to be Indianised 
as qmcHy as possible. A majority of Indians in the directorate, and a 
progressive Indianisation of the superior staff of the bank should be made 
conditions precedent to the grant of any help whatsoeyer by the Govern- 
ment of this country. 


in. — ^Eegdlation op Banking. 

1. The Chamber is not opposed to the audit and examination of bank 
accounts by examiners if that is calculated to inspire more confidence 
amongst the shareholders and the investing public. 

2. We are not in favour of any restrictions being imposed on the busi- 
ness of the banks. 

3. Yes. The word 'bank’ should not be allowed to be used unless a 
compan}' calling itself a bank has a paid-up capital and reserve amounting 
to not less than ten lakhs of rupees. The smaller companies may use the 
name loan offices, as is done in Bengal. 

With reference to private firms doing banking business, we do not sug- 
gest any additional provisions for special application to them. 

As regards a branch of a firm or a company whose head office is 
situated outside India, doing banking business in India, we suggest that it 
should be required to keep a separate account of its Indian business and 
file a copy of it with the Eegistrar of companies like other joint stock 
■banks. A portion of the assets of such foreign banks should be earmark- 
ed for liabilities in India, and these assets should be disclosed in the 
statement submitted to the Eegistrar. It should also file a copy of the 
assets and liabilities of its head office. These provisions can be enforced 
bv the Eegistrar of companies. 

I. This has already been dealt with by us in our preface to the 
memorandinn. 

5. Yes. In oru’ opinion this authority should be vested in the Stand- 
ing Einance Committee of the Government of India. No bank should be 
allowed a license unless it has a local Advisory Committee, the majority 
of which should be Indians. Branches of foreign banks operating in India 
should be requked to file a statement of their Indian business with the 
Eegistrar of joint stock companies. The license should also contain a 
condition that the banks should maintain an investment in Indian trustee 
securities to the extent of 25 per cent, of their total liabilities in India. 
No license should be issued to any foreign bank unless it makes an in- 
vestment of 10 lakhs of rupees at the or;tset in Indian trustee securities. 
The foreign banks should be made to comply with conditions mentioned 
in answer to the following question (question No. 6). 

6. We think the present position is satisfactory. Additional provisions 
•that we suggest are: — 

(a) No bank should be allowed to publish its authorised capital, and 

the authorised capital should not be more than double of 
the subscribed capital. 

(b) At least 50 per cent, of the subscribed capital should be paid 

up before a bank can be allowed to start business. 
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(c) No bank snail be allowed to declare a dividend of more than 

8 per cent, until the reserve is equal to the paid-up capital. 

(d) The proportion of cash balance including the deposit with the 

Central Banking Authority, and investments in trustee securi- 
ties to time and demand liabilities should not be allowed to 
fall below 15 per cent, at any time. If the proportion falls 
below such a level, a deterrent fine should be provided for, 
and 

(e) We think the balance sheets should contain more information 

than what they contain at present. 

8. The principal causes that are often responsible for failure of banks 
in India are ; 

(a) Inability to convert assets into liquid cash at limes of imexpected 

demand on the i-esources; 

(b) Unfounded rumours about the position of a bank; 

(c) The impunity with which the people can start legal proceedings 

with a view to discredit the bank and its directors; 

(d) The feeling in the mind of the public that banks cannot get 

assistance from any Central Authority or from foreign banks, 
in times of need, inspite of the fact that good securities may 
be available. 

We have already suggested the establishment of a Eeserve Bank which 
should come to the aid of banks which may be in a position to offer sound 
securities but which are faced with difficulties owing to reasons beyond 
their control. 

12. It has become common for unscrupulous people to approach the 
managers of indigenous banks for loans on insufficient security to hold out 
threats of harassment on refusal. In the ca'^e of one or two institutions, 
inseparable loss has been done by srnch people by subjecting the company 
to relentless persecution. The methods employed arc; — 

(a) Spreading of false rumours about (he solvency of a bank. 

(h) Filing frivolous suits m law com*ts about technical breaches of 
the Indian Companies Act. 

With regard to the spreading of rumours, of course, there is no way to 
prevent it. Too much of it will, in our opinion, defeat its own object. 
We, however, think that if banks which are subjected (o periodical spread 
of rumours can count upon a Central Institution to help them at such 
times, their business would not be veiy much adversely affected. At pre- 
sent they have (o keep considerable cash balances lying idle without eamiug 
any interest and thus the eaming capacity of the bank is impaired. This 
means a decline in the share values which again ci’eafes Hi'^trust in the 
minds of the public. 

With regard to the second method of harassment, i.e., of filing frivolous 
suits, w’e suggest that whilst we are not in favour of unduly restricting 
the right of the shareholders to criticise the affairs of a company, any 
shareholder who wants to file a suit involving criticimis of management' 
of anv limited concern, should prove a vTimn facie case before the- 
Hegistrar of joint stock companies, and in the case of a credit institution no- 
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such prosecution should be allowed' unless it is sanctioned by the Advocate 
General of the Province in which the head office of the institution is 
situated. 

rv. — ^B anking Eduoation. 

Ansiver to Question 1. — Banking education is only imparted in a few 
colleges in a few Universities in India, e.g., the Bombay University, the 
Calcutta University, the Dacca University, and the Lucknow University. 
These facilities, however, are only for theoretical education in banking. 
The courses for the degi'ee of Bachelor of Commerce comprise banking as 
one of the optional subjects. The Imowledge that is imparted is, how- 
ever, of an elementary character. There is hardly any co-ordination of 
effort between these institutions and the banks. 

Answer to Question 2. — The banks do provide some facilities for the 
training of boys in banking business, but the facilities so provided are 
very limited. In fact, it is only the Imperial Bank of India which takes 
a limited number of Indian apprentices as probationar}' assistants. The 
other banks, if they take any boys for training, do not comply with any 
definite scheme of . recruitment laid down by the authorities. The Im- 
jjerial Bank takes also a large number of men from among the junior mem- 
bers of the staff of the English and Scottish banks. My Committee are 
of the opinion that the recruitment of non-Indians, except for some of the 
higher appointments for which Indians with requisite qualifications may 
not be available at the present time, should be immediately stopped. 
The exchange banks appoint Indians for only their clerical appointments 
while the higher appointments in their banks are made from abroad. 

Ansioer to Question 3. — There is no combination of theoretical and 
practical banking education at present. 

Answer to Question 4. — Banks do not .encourage the men in their ser- 
vice to go abroad for acquiring banldng education in foreign countries. In 
the opinion of this Chamber the banks in India, especially the Imperial 
Bank, should grant scholarships to Indian Assistants for study abroad, as 
then alone it will be possible to give them the requisite training for putting 
them in independent charge of banks. 

Answer to Question 7. — There is no organisation to provide training in 
indigenous banking at present except in the banking houses themselves, 
and the advantage of that training is only available to the members of 
the family owning these banking houses, as banking is very largely a here- 
ditary vocation. It is essential that some special training should be given 
to these indigenous banks regarding banking on modern lines. A co- 
ordination of the training of these indigenous bankers who trade accord- 
ing to old and antiquated ideas with the modern methods of banking will 
bo very helpful in the development of banking on sound and up-to-date 
lines. Provision of a special course in schools on indigenous banking 
modified in the light of modem experiences and needs would be useful, 

Ans^ver to Question 8. — The prospects for men trained in banking in 
India ,are not very good as there are few chances of employment, but 
these chances are likely to improve with the establishment of more banks 
and with progressive Indianisation of the personnel of these banks. The 
dearth of suitable rhen in India trained in banking is certainly one of the 
most important causes of the tardy development of banking. It would be 
a. great help in developing banldng if suitably trained Indians are made 
available at the earliest opportunity. 
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No. 51’. 

Letter from the Secretary, The Indian Merchants’ Chamber, Bombay, No. 257 , 

dated the 6th February 1930. 

My Committee consider the work before the Central Banking Enquiry 
Committee to be of immense national significance and importance. It is 
ior the first time that such an influential and representative Committee has 
been appointed to go thoroughly and compi-ehensively into a question which 
forms one of the pillars of modem commerce and industries. It is because 
of this that my Committee would particularly urge the Central Banking 
Enquiry Committee, though it may bo a presumption to do so, to concen- 
trate their attention on four fundamental problems connected with bank- 
ing in this country. They have no doubt that the Central Banking Com- 
mittee must have in mind all the four questions to which a reference is 
made here, but they take this opportunity of emphasising the importance 
of all these four problems as they consider that over and above the impor- 
tance which attaches to the questionnaire issued by the Central Banking 
•Committee, both for themselves and for tlie Provincial Banking Enquiry 
Committees, there is a peculiar and deep importance attaching to the four 
issues mentioned by my Committee here. 

2. The first is the necessity for reviving the system of shrofis in those 
places from which it has disappeared, and strengthening it in those places 
where it is continued but ^vith diminiehed prestige and influence. From 
times immemorial shrofis have proved themselves a vital lirik in Indian trade, 
•commerce and industry and agriculture, and my Committee consider it 
extremely unfortunate that the place which they once held ns the very 
apex of all these came to be in time, through several causes, dislodged, and 
they have been criticised adversely in several quarters owing to the defec- 
tive appreciation and realisation of the economic and financial problems per- 
taining to this country. My Committee have given their views regarding' 
the strengthening of the shroff system in their answer to the questionnaire of • 
the Bombay Provincial Banking Enquiry Committee. Tliey strongly hold 
that the Imperial Bank should not now be required to open any branches, 
but that wherever there is a necessity felt for such a branch that bank 
should appoint an individual shroff or a group of shroffs where they can co- 
operate, to act as agent or agents to the bank for purposes of carrjdng on 
its business in that particular locality. 

3. My Committee are strongly of opinion that if the labours of the 
Central Banking Committee, begun under such good auspices, are to bear 
fruition, a gold standard and currency should bo introduced in the 
country as soon as possible. Without these it will not be possible to deve- 
lop a good banking system in the country. 

4. The third point is that indigenous insurance business should 
be developed and encouraged as much as possible and all that the Imperial 
Bank and the indigenous banks can do to foster it should be done. 
My Committee have suggested restrictions on the operation of 
non- Indian insurance companies and they hope that the Central Bank- 
ing Committee will approve of such restrictions. 

5. The fourth point is that there should be restrictions placed on the 
operations of non-Indian banks which have resulted in most of the export 
trade of the country being in the hands of non-Indian agencies. So far as 
the information of my Committee goes, non-national banks are not allowed 



639 


in an advanced British colony like Canada, and tnere is no reason why 
similar restrictions should not be placed on non-Indian banks working in 
this country. My Committee are referring to this in their reply to question 
No. 5 (section III), where they have suggested several requirements which 
should be observed by foreign banks working in the country. They are of 
•opinion, however, that any foreign bank which wants to operate in this 
country should be registered in rupee capital with a majority of Indian 
directors and a majority of Indian shareholders. My Committee are sure 
if proper attention is paid to all these four points, it will mean much for 
the progress not onlj* of banking but trade and industries of the country. 

6. In this connection, my Committee may be allowed to suggest that 
the Indianisation of the Imperial Bank should be more rapid and that the 
chaii’man and majority of directors .should be Indians both on the central 
and provincial boards. 

7. My Committee will now proceed to answer the questionnaire in 
detail. 

1. — Industrial JBanhs and credit facilities for India’s main indtistries. 

My Committee think that the time has now come for taking concrete 
steps for the formation of a bank specialising in financing of industries in 
the country. The demand is being made for such an industrial bank for 
the last so maiiy years, particularly during the last one decade. The 
Industrial Commission in this connection wrote thus : 

“ 291. We are of opinion, therefore, that an industrial bank should 
possess a paid-up sliare or debenture capital high in proportion to 
its total business ; it should observe the usual precautions in not 
allowing too large a share of its funds to bo used for the benefit 
of any single interest or group of financially inter-dependent 
interests ; its loans on plants, buildings and land should be care- 
fully considered and should be limited in each case ; the larger 
portion of its industrial busineijs should be confined to the provision 
of w'-orkiiig capital ; it should provide initial capital with caution, 
at any rate during its opening years, and should not itself at first 
attempt to float companies, though it may advise and assist in 
other waj's persons who propose to do so. The main factor of 
safety in an industrial bank is the judicious limitation of each 
class of business to its proper proportions.” 

The following remarks made by the Bombay Advisory Committee before 
fhe Industrial Commission will also be interesting ; — 

We fawour the establisijment of a central industrial bank or similar 
organisation with a large capital and numerous branches, designed 
to afford financial support to industries for longer periods and on 
less restricted security than is within the power or practice of 
the existing hanks. Such a bank would probably require a 
measure of Government support, but should not be brought under' 
rigid Government control. ”* 

My Committee wish to suggest that in order to obviate any difliculties- 
•regarding the definition of the word ‘ bank the industrial bank may not be 
called as such but the Industrial Fine neing Corporation or Syndicate. 

My Committee would like to suggest that in order to encourage private 
capital to come out for investment in the Industrial Corporation, which • 
onay not be considered as safe as an ordinary bank, Government should give 
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a guarante© of some rate ot interest on the share capital. This would 
ob%date the necessity of Government having to find themselves the necessary- 
finance. If such a guarantee of interest as was given to railway compauios 
during the last century is given, it may he possible to start an Industrial 
Corpemation with a capital of two to three crores. The liability on the State 
on account of interest charges will not exceed ten to fifteen lahhs even if all 
the schemes that the Corporation has financed were to prove failures. It is 
not intended that the Corporation should find the whole finance for either 
fixed capital expenditure or for working capital nor is it intended that it 
should finance industries like the cotton textile industry or the jute industry 
which are already existing in the country. If a bona fide attempt were 
made, however, for a new industry or for an advance in the cotton textile or 
jute industry, the particular company concerned should be given financial 
facilities by the Corporation, provided the technology and the personnel of the 
new enterprise are satisfactory. Government may well place some restrictions 
on the activities of the Industrial Corporation, f.e. : — 

(a) Industrial Corporation must not be allowed to lend more than 

10% of its capital to a particular industry ; 

(b) Not more than 10% of its capital should be allowed to be lent to 

a particular sroup ; 

(c) Not more than 10% of its capital should be allowed to be lent to a 

particular division of apiovincc. 

III. — Begvlation of Banking. 

Q. 1. — My Committee are not in favour of audit and examination 
of banks’ accounts by examiners other than as provided at present. The 
other questions do not, therefore, arise. 

Q. 2 . — My Committee are not in favour of any such restrictions. 

Q. 3. — My Committee are of opinion that the use of the word ” bank 
should be restricted and be used only by ordinary joint stock banks 
registered under the Indian Companies Act, banks which carry on lend- 
ing and borrowing business. My Committee may, however, say that they 
are not in favour of placing any restrictions on activities referred to in (cr),. 
(b) and (c) as long as these firms or companies do not call themselves- 
banks. 

Q-. 5. — My Committee suggest that foreign banks should be required to 
take out a license for being allowed to do business in this country. Even 
banks which are working at present here should be required to take out a 
license. The period of such license should be, say, three years and notice of 
six months at least should be given in case the license allowing the bank to 
do business here is to be cancelled or not to be renewed. The authority to- 
issue, renew, or cancel such licenses should be vested with the Standing Fin- 
ance Committee of the Government of India, These foreign banks should 
prepare a complete balance sheet of their Indian business in Form “ F ” 
and “ G as per specimen enclosed. In addition they should lodge 
their head office balance sheets with the Eegistrar of companies and also- 
with the Standing Finance Committee of the Government of India. 

Q. 6. — No bank should be allowed to start business here unless 25 
per cent, of its subscribed capital is paid up. My Committee also suggest 
that the total clean advances should not exceed "their paid-up capital and 
the total advances against immovable property should also not exceed the- 
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paid-up capital. These restrictions should be considered to be in force for 
the first five years of the bank’s existence. 

Q. 12 . — ■'My Committee are strongly of opinion that banks should be 
protected against unjust attacks on their stability. They reiterate here 
the vievrs T^hich they expressed in their representation to the Government 
of Bombay dated 10th June 1924. an extract of the relevant portion of 
which is quoted below : — 

“ I am directed to convey to you their (the Committee’s) opi" 

nion that the object in view can be served by requiring the 
complainant to obtain a certificate from the Advocate Gene- 
ral to the effect that there is a prima facie case before the com- 
plainant can institute proceedings against a company 

IV. — Banking Education. 

In connection with banking education, the same is given, both in 
connection with the University degree and the practical diploma courses 
in local colleges. The .‘students for the University B. Com, degree of 
Bombay can specialise in banking, and for that the Sydenham College 
of Commerce provides the tuition, whereas in case of Certified Associates 
of the Institute of Bankers (C. A. I. B.) both of England and India, 

' there are local facilities in colleges like the Davar’s College cf Commerce 
of Bombay, where teaching for this practical diploma is being given 
since the year 1912. The other Universities also provide teaching in 
practical banking law, economies and other subjects that form the 
curriculum for banking education such as the University of Allahabad, 
Lucknow, Agra, etc. Similar institutions and schools also provide teaching 
in senior banking certified courses, such as those by the Indian Merchants’ 
Chamber and the London Chamber of Commerce in different centres in 
India. In Calcutta also, similar facilities are provided. The local Indian 
banks, such as the Imperial Bank of India, the Bank of India, Ltd., and 
the Central Bank of India, have been of late encouraging in some way young 
men trained in local colleges to join their staff with a view to obtain 
practical training side by side with their education for practical diploma 
courses of the Institute of Bankers. Thus, a scholar who studies for the dip- 
loma of Certified Associate of the Institute of Bankers gets the advantage of 
attending the bank during the day and learning practical work there, at the 
same time attending during early morning hours lectures at a local 
college. Unfortunately, the exchange banks as well as foreign banks 
do not follow the excellent example of the indigenous banks mentioned 
above. It is absolutely necessary for our young men to come in prac- 
tical touch with exchange business which they are at present unable to do 
owing to this factor. 

The Indian Institute of Bankers which has just started work 
has done considerable good in formulating schemes of examination 
along the line of the Institute of Bankers of England. They have also 
started a journal on the footing of the English Institute where they 
propose to get contributions by thess interested in banking problems 
and the journal is particularly to help young men who are trained for the 
profession of banking. 

In course of time, the Institute proposes to establish centres all over 
India and through them to carry on educative work on the same" footing as 
the English Institute. ' ' 
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The Institute of Bankers of England has arrangements by which facili- 
ties are offered for lectures and discussions as well as library, which 
precedent is being followed by the Indian Institute. 

Under this scheme, prominent men in the local banking profession as 
well as economists and professors are asked to read papers on subjects of 
their own specialisation thereby inviting and encouraging discussion 
among the younger members of the profession. 

There is a good demand for young men trained in banking in Indian, 
banks, particularly for those who have secured diplomas from the Institute 
of Bankers as these diploma examinations are open only to tliose who are 
working in joint stock banks, a regulation which ensures practical as well as 
theoretical training. , 

V. — General Banhing Organisation and Money Market. 

Q. 2 . — There is no co-operation between indigenous joint stock banks 
and other banks in India. 

Q. 4 . — The bank rate should be steady and as low as possible. 

Q. 8 . — ^The principal reason wh}’ more capital is not invested in the 
expansion of the existing banks or the establishment of new banks is the- 
want of adequate support by legislation against the Aims}’ and malicious 
attacks which are sometimes launched against banks. 

Q. 15 (d ). — So far as my Committee are aware, excepting lending money 
against Government securities deposited with the Imperial Bank, nothing 
has been done. 

Qs. 17 and 18 . — The Imperial Bank is at present, for all practical pur- 
poses, a Government Bank and enjoys as such extraordinary facilities at the 
hands of Government and naturally is capable of attracting to it public 
credit. Though the Imperial Bank is an institution owned by shareholders, 
it is allowed the enormous advantage of public funds and its shareholders 
reap the benefit of free Government balances to the tune of Rs. 7 to 8 crores. 
Armed with this and other advantages its direct competition with the 
indigenous joint stock banks and indigenous bankers becomes suflSciently 
formidable to scare the latter away from the banking field. 

After the establishment of a Reserve Bank in India, the Imperial Bauk 
should be made to rank as an ordinary indigenous bank. All restrictions- 
with regard to business now imposed on it should be removed and it should 
divert its resources towards financing the export and import trade of India 
which is now being monopolised by the foreign exchange banks. 

Besides being the depository of Government funds, it is the sole 
banker of many railway companies, port trust and such other corporate 
bodies, and the principal Indian States also deposit their surplus with it. 
To encourage indigenous joint stock banks of stability, say those with a 
capital and reserve of Rs. 2 crores and over, it is desirable that Govern- 
ment should recognise them as banks with whom railway companies. States, 
and corporate bodies may deposit their funds. They should be entrusted 
with Government Treasury work and a portion of the Government’s 
savings bank balances and cash certificate proceeds may be placed with 
them as term deposits. 
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FORM “ G 

1. The Share Capital of the Bank is Bs, divided into 

shares of Rs, each. 

2. The number of shares issued is . Calls to the amount 

of Rs. ' per share have been made under which the sum of 

Rs. has been received. 

3. The Liabilities of the Bank on the were : — 

Bs. 

(a) On Current Accounts, Call Deposits, Fixed Deposits 

and Savings Accounts, 

(b) Debts due to Banks, Agents and Correspondents . 

(c) Debts due against part of Securities shown below . 

(d) Bills payable and other sums due by the Bank 

(fi) Unclaimed Dividends and Rebate on bills Discount- 
ed. 

4. The Assets of the Bank on that day were : — 

Cash in Hand, at Banks and Bullion on Hand 
Government Securities ...... 

Cash Credits, Loans and Overdrafts .... 

Bills Discounted 

Bank Premises, Land and Buildings, Office Furniture, 

Stamps, etc. 
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LIABILITIES. 


FORM “F” 


'Capital : 

Authorised 

shares of Rs. 

each. 

Issued and subscribed 

shares of Rs, 

each. 

Paid-up 

shares of Rs. 

each. 

Amount received on 

shares forfeited. 


Reserve Fund 

Contingency Fund 

Deposits : — 



Current and Savings Banks Deposits. 




Fixed Deposits including Savings Fixed Deposits, 

Debts duo to Banks, Agents and Correspondents. 

Debts due to Banks, Agents and Correspondents sebuiod by Bills and 
Investments -per contra. 

Bills payable and other sums duo by the Bank, 

Unclaimed Dividends. 

Rebate on Bills Discounted. 

Branch Adjustments. 


Acceptances for Customers : — ^As per contra. 

Bills for collection : — Bills receivable as per contra. 
Profit and Loss Account 
Contingent Liabilities : — 



POE BANKS. 
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ASSETS. 

•Cash : — 

Cash in hand. 

Cash at Bankers. 

Deposits at call and short notice. 

Bullion on hand. 

Investmepts ; — 

Government Loans, War Bonds and other Gilt-odged Securities at or 
under Market Rates. 

Debentures and preference shares of Joint Stock Companies. 

Shares in Public Companies. 

Loans and other advances : — 

Cash Credits, Demand Advances and Loans Bills Discounted and pur- 
chased. 

Particulars required by Act VII of 1913 ; — 

(1) Debts considered Good and in respeqt of which the Bank is fully 

.secured. 

(2) Debts .considered Good .secured by the personal liability of one or 

more parties as under : — 

(а) Debts due on Bills Discounted. 

(б) Debts duo on joint and several Pro. Notes. 

(c) Debts due on temporary overdrafts. Demand Cash Credits, 
Personal Security, etc. 

(3) Debts due by Directors and other Officers of the Bank, without 

Security. 

(4) Debts due by Directors of the Bank jointly with other persons. 

.(5) Debts due by Directors of the Bank on Securitie.s and considered 
Good. 

i 

(6) Debts due by Joint Stock Companies guaranteed by their Agents, 

a Director of the Bank being a member of the firm of Agents. 

(7) Debts considered bad or doubtful not provided for 
Land and Buildings : — At cost. 

Less : — Amount provided for in previous years. 
iBank Premises : — At cost. 

Less: — ^Amount already written off Customers for Acceptances per 
contra. 

Dills receivable. 

‘Other Assets : — 

Office furniture and fittings. 

Less : — Amount written off for Depreciation. 

Stamps, Stationery, etc. 

* In case the market rate is less than the book value, both vaiuiitions should be 
shown. 

VOL.- II 2 L 
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No. 52. 

Letter frora the Secretary, the Karachi Chamher of Commerce, No. 29-C. F. 7„ 

dated the 22nd January 1930. 

I am directed to refer to the questionnaire issued b}’’ j^our Committee,, 
and to submit this Chamber’s reijlies as follows : — 

j . — Industrial BavJcs and credit facilities for India’s main Industries. 

1. Karachi is not an industrial town in the generally accepted sense of 
the term. 

It exists almost entirety as an entrepot for the disposal of surplus- 
agrarian products and meetmg the requirements of its hinterland as to import- 
ed goods. 

There is no purely industrial banlc established here. 

The commercial and exchange banks, of course, arc bound to keep their 
assets more or less liquid as their liabilities are largely on demand or at short 
term. 

In the case of industrial enterprises in the city : — 

(a) Fixed capital expenditure must, therefore, be financed in the ordinarj 

marmer either in the shape of shares or debentures. 

(b) There is no difficulty about obtaining over-drafts provided they are- 

for legitimate working purposes arid arc covered by easily liquid- 
able assets. 

We are not aware of any difficulties in these respects for sound under- 
takings. 

2. (a) In many cases the merchants finance their business with their owns 
capital. 

(6) In other cases, they can only put nj) a proportion of their capital as-- 
margin and for the rest have to take over-drafts from their bankers on letters; 
of lien. 

x\s far as w'e know there are no difficulties in Karachi over finance for any 
Sound and stable merchants. If anything, owing to competition banks 
are apt to be overgenerous. 

3. Rates of interest var^;- with the Imperial Bank of India Rate and they 

vary from that Bank Rate upto 1% above according to the circumstances 
of the cases and the liquidable nature of the security. , 

We do not think that there are anj”^ difficulties on these heads in Karachi 
where banking facilities are fulty adequate. 

4. We are doubtful of the advisability of banks other than strictly indus- 
trial ba-nks, doing a minimum of commercial business, undertaking the financ- 
ing of industries except in regard to a turnover that is always in a liquid- 
able form. 

It is most dangerous for a commercial bank having the bulk of its liabi- 
lities on demand or at short term to tie up its assets in “ frozen ” forms. 

Such practices have led to euormoxrs losses of depositors’ monies wher- 
ever they have been followed. 
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We consider it a fundamental axiom that industries must be financed bj'- 
money subscribed for that purpose in the ordinary way and not by loans from 
commercial banks, except as a purely temporary measure. 

If the rest of the question really involves the proposition that efiort 
should be made by Government at the expense of the general taxpayers to 
assist in the establishment of special banks to assist urban industries, we are 
very doubtful as to the advisability of the idea. 

It appears to us it would do nothing hut lead to reckless promotion 
of wild-cat schemes most damaging to public credit. 

II. — Financing of Foreign Trade. 

1 . There is no difficulty in the obtaining of credit for import and export 
business in Karachi by any reputable merchant with a decent margin of 
security in a liquid form. 

2. Banks make advances and allow over-drafts on fiduciary receipts and 
letters of hypothec on easily liquidable goods to all reputable merchants. 

The rates fl.uctuate with the Bank Rate as mentioned 'in answer 3 
above. 

Export bills against which the shippers have the usual credits are readily 
bought by all exchange banks. 

Where the shipper has no bank credit from the buyer, banlcs of course 
have to take precautions to cover themselves in case of non-payment. 

The exchange rates in Karachi as between buyers and sellers are cut 
very close indeed owing to the over-competition among banlcs mentioned 
in 1 (1 6) supra. 

3. (i) (a & c) These facilities are good in Karachi. 

(6 c& (?) We do not think further facilities are required. 

(ii) No. 


III. — Eegulation of Banking. 

1. We are of opinion that no organization should be allowed to use the 
title of bank and so attract deposits from the public mider the present free 
« and easy conditions. 

We are opposed to the small local bank system followed in America which 
results in a large number of petty failures every year. 

In India such failures must be guarded against most carefully. 

Otherwise, public confidence, already shaken by the bank failures in 
1913, which are not forgotten, by the failure of the Alliance Bank of Simla, 
the Bengal National Bank, and locallA^ the Karachi Bank, will not revive. 

We are inclined to say that we consider that all banks whose head- 
quarters are in India should be compelled to issue statements certified bv 
independent professional accountants , at suitable intervals. 

Banks with their headquariers in England already follow that practice. 

2 L 2 
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2. The danger in Lidia more than most; iilaces is tor the banks to tie 
UX 3 their funds in “ frozen ” assets, such as factories, plant, land and build- 
ings. 

We do not Icnow how this tendency can be cheeked while property owner^ 
etc., are prepared to pay such very high rates of interest. 

Wo do not think that Section (8) of the Imperial Bank of India Act 
should be altered while that bank occupies its present position as partly a 
commercial bank and partly a B.nnkers’ Bank. 

Bevision, if any, could only be undertaken vdicn the Imperial Bank 
definitely sheds its duties as a Bankers’ Bank on a Central Bank being 
instituted. 

3. Please see No. 1 above. 

The anxiety is particularly in regard to the collection of deposits from 
the public. 

4. No. 

5. No. The public wlio utilise the services of such banks are invariably 
enlighte^ied and far-seeing piersons Who are not likely to be let in by an un- 
sound institution. 

6. It is possible that a special Act covering banks and banks only is 
required. 

(a) Subscribed capital should not be below a certain fixed minimum 

of the authorised capital. 

(b) The capital actually paid up should not be less than 25 per cent 

of the nominal authorised capital. 

(c) & (d) It seems impossible to ensm'e sound management by means of 

legislation. 

We have already recommended the compulsory publication of certified 
balance sheets at apx3ropriate intervals. 

7. No. We think measures to x^revent sucli failures far more important 
than liquidation which is bound to bo protracted in the case of a bank 
failing. 

8. In 1913, dishonesty, as also in the case of the “ Bengal National Bank 

Li the case of the “ Alliance Bank of Simla ” rascality in Loudon and blind 
credulity on this side. In the case of the “ Karachi Bank ” inexpertness in 
the management. ^ 

In all the above cases anything like “ assistance ” would have only been 
throwing good money after had. 

Suggest dividends he restricted until reserves are built up. 

9. In our view the banks that have been in difficulties in the last 20 years 
in India were all better “ wound-up ”. 

10. No suggestion to make. 

11. No. 

12. No. 

13. Income-tax, super -tax and stamps are the biggest tax on the banks' 

Our answer to the rest of the question is in the negative. 
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IV. — Banking Education. 


1. We know of none. 

The best education for youth going into banking is a good general educa- 
. lion supplemented by an apprenticeship of not less than 3 years in a regular 
bank. 

2 — 7. We have no observations to offer, , ' 

8. Their prospects in banking must depend on their personal capacity, 
integrity and character as in every other walk in hfe. 

We do not attribute the slow development of banking to lack of tratuiag 
in India. 

We attribute it rather to the ignorance, want of confidence and bad 
monetary habits of the masses of the people. 

F . — General Banking Organization and Money Market. 


1. No. 

2. Such co-operation should not be direct but through the medium of a 

central institution. > 

3. No. The clearing house in Karachi works to everybody’s satisfac' 

tion. 

4. The Indian Bank Rate should be regulated by a Central Banking 
Institution in close touch with the Finance Department of the Government 
of India, that is to say, as closely, as possible like the working of the Bank of 
England in touch with the Treasmy. 

5. In 1913 on. the bank failures and in August/September 1914 on the 
outbreak of the great World War. 

One can hardly describe such panic as unjustified. 

6. Frauds on banks are a common form of crime throughout the world. 

The only remedy is less credulity on the part of the bank managers and 
closer inspection of alleged stocks on which overdrafts are taken. 

7. (a) Economy in management is a most expensive form of organisa- 
tion. 

{b), (c) & {d). No. 

8. The capital of a bank is little more than enough to provide its offices 
and expert staff. 

The bulk of the bank’s working capital necessarily comes from its con- 
stituents’ deposits. 

Dividends may appear high on the subscribed capital. 

But on the totals of the balance sheets, they are small, and on the actual 
turnover they represent a tax that is absolutely insignificant, 

9. There has been enormous increase in bTls discountec' in the U. S. A, 
since the Federal Board was instituted. 

It is argued by Sir Henry Strakosch that a similar development woul^^ 
take place in India were a Central Bank instituted. 

10. Not in Karachi. 
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12. Banks in Karachi follow the best English conventions in all these 
matters. 

13. Quite useful. 

14. Ko. 

16. These are more matters of argument than of fact. 

16. Ko information. 

17. Its future must depend on what happens as regards a Central Bank. 

18. Deposits free of interest, small profits on transfers between Treasury 
Centres. It must, however, be pointed out that the Imperial Bank in return for 
these advantages fulfils very important functions without other compensation. 
It would not be possible to spread such business over banks generally. 
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No. 53. 

Xetter from the Secretary, the Chamber of Commerce, Madras, dated the 

2nd April 1930. 

I beg to enclose replies to the questionnaire received with 3 'our letter 
No. 1216, dated 12th March 1930. 


I. — ^Industrial Banks and Credit Bacilitibs for India’s Main Industries. 

Q. 1. — State with reference to one or more industries, etc. 

A. — In om opinion fixed capital expenditure and block should always 
be supplied by public or private subscription of shares or debentures in 
the undertaking. 

Q. — Statfi also how far in your opinion these requirements, etc. 

A. — With regard to groundnuts and cotton in this province, the move- 
ment of the crop is in the first instance satisfactorily financed by the 
indigenous banker in the districts' or by advances from large firms who take 
-over the crop when harvested. This business could never be satisfac- 
"torily worked by established banks as it would not be possible for them to 
he in close touch with the agriculturist on the spot. 

Q. 2. — Different methods of financing, etc. 

A. — We have no improvements to suggest. 

Q. 3. — Give particulars of the rates of interest, etc. 

A. — ^The rate of interest in Madras for loans against approved security 
73 usually 1 per cent, over the Imperial Bank Hate. The x’ntes charged by 
the indigenous banker in the mofussil are generally much higher but vary 
ns in all such cases with the circum'stances and position of the borrower. 

Q. 4. — If in your opinion banhs in India, etc. 

A . — We think that any sound industrial proposition with reasonabla 
promise of success would be able to obtain the financial assistance neces- 
sary but of course many doubtful schemes might not be able to find 
finance. We consider that banks as they exist at present am quite capable 
•of supplying all the finance required by industries. 

We are not in favour of trade banks specialising in special trades. 
We do not approve at present of industrial banks as attempts in this 
■direction in the past have not proved successful. 

II. — Financing op Foreign Trade. 

Q. 1. — Would you state, etc. 

A. — We think that merchants are at aU limes able to obtain from the 
■existing banks all the assistance they require to finance their import and 
export trade provided they are in good repute and known to be in posses- 
sion of means in proportion to the extent of the trade they do. In manv 
cases banks are unable to ascertain even roughly what the financial status 
-of a m'erchant may be. In that case the merchant may find difficultv in 
•securing the finance he requires. but he has only himself to blame," It 
would be advisable for merchants in their ovm interests to have their books 
Tegularly audited and their correct position regularly drawn out horn time 
Ao time. By so doing, they could command better credit. 
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Q_ 2. — What are the credit instruments, etc. 

A . — Shipping letters of the lien or hypothecation of goods in course of 
shipment are the first credit documents employed. The main documents, 
however, are the actual shipping documents which are negotiated freely 
by the Banks. 

The import trade is usually financed by bills of exchange which arc 
advanced against by banks in the countries from which the goods are 
exported. On the an-ival of the goods in India, considerable assistance is 
given to the importers by the banks in the way of deliveries against 
acceptance of the relative bills or against trust receipts or by way of 
loans against the goods, thus enabling the importer to pay the relative 
bill. . Clean credit is not general but approved clean bills are frequently 
negotiated by banks. 

.Advances against shipping liens, etc., are generally 1 per cent, over 
the Imperial Bank Rate wich a minimum of 0 per cent. Import bills 
generally include a clause charging interest at a round rate of 0 per cent, 
until the date of pa.ymeut of the relative bill. Seasonal fluctuations do 
occur but these are regulated by the Imperial Bank Bate. 

Competition secs to it that rates for export bills do not get out of hand 
and the exporter has nothing to complain of in that way. 

Q. S. — Have you any suggestions to inahe regarding, etc. 

A. — ^The present methods of warehousing arc satisfactory, we think, so 
far as imports are concerned hut the warehouse accommodation for the 
exports from kladras has been inadequate. This, however, has the atten- 
tion of the I\Iadras Port Trust and further wjireh'ouses for tTie accommoda- 
tion of goods awaiting shipment are in course of erection. 

The releasing of import goods under trust receipts is based on the 
credit of the merchant. 

Banks generally would like io see the I’aiiway receipt legally recognised 
os an absolute legal title to the goods covered by the same. If this was 
made indisputable, it would facilitate business to a great extent. 

m. — Bugulvtiox of B.\xk*txg. 

Q. 1. — Ar,e you vi favour, etc. 

A. — ^Ye.s, in the case of banks incorporated in India. Branches of 
banks operating in India with head office outside India should lodge their 
consolidated -audited balance sheets issued by Ihoir head offices with the 
Finance Department of the Government of India. 

Balance sheets should be certified by chartered accountants. 

Q. 2. — Are you in javoxtr of any hind of restriction, etc. 

A. — ^No. Certain restrictions are already imposed on the Imperial 
Bank. 

We consider the title “bank” should not be allowed unless the com- 
pany is registered under the Indian Companies Act and has a fully paid- 
up capital of an amount to be fixed by Government. No firm should be 
allowed to use the title of "bank” unless their hanking funds are kept 
entirely separate from their trading funds and a separate audited balance 
sheet published. 
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Q. 4. — Are you in favour of. defining, etc. 

.4. — ^We do iiofc approve of any class of bank Having their operations 
limited by legislation. Interference of this sort would be detrimental to 
trade. The scope and activities of co-operative banks should be defined 
as from their constitution they are not designed to undertake the ordinary 
transactions of commercial banking. 

Q. 5. — Do you tliinlc that foreign banlis, etc. 

A. — We think all foreign banlvs, other than Indian and British, should 
be licensed. It would act as a safeguard against-, doubtful foreign banks 
operating in India. The license might be issued by the Finance Depart- 
ment. The operations of a bank holding a license should not be in an}'' 
way governed. > 

Q. 6. — A hank which is a limited, etc. 

A. — ^Yes, we consider the position quite satisfactory but if Government 
desire, they could introduce some rules which would cover the points sug- 
gested. The paid-up capital should bear a reasonable proportion to the 
authorized capital. We would suggest a paid-up capital of not less than 
its. 5 laldis. Fully audited balance sheets should be published annually. 

Q. 7. — Have you suggestions, etc. 

A. — -No suggestions. 

Q. 8. — Woidd you state the ■principal, etc. 

A. — Bad management principally. Injudicious advances and want of 
reserves. It would be difficult to suggest remedies. 

Q. 9. — It has been suggested, etc. 

A. — Any plan for reconstruction must be left t-o a Committee of 
directors, shareholders and creditors, who would be looking after their 
ovm interests in adopting or refusing any plan for amalgamation or re- 
construction, It would be difficult to suggest any provision to deal -with 
liquidation, amalgamation or reconstruction. 

Q. 10.— It is complained, etc. 

A. — ^No suggestion. 

Q. 11. — Are you in favour, etc. 

A. — Preferential deposits of any nature are not advisable. 

Q. 12. — Have you any suggestions, etc. 

A . — We do not think legislation could deal vath such criticism. 

Q. 13. — What are the various taxes, etc. 

.4.-»-Income-tax and super-tax, and we do not consider these interfere 
with the development or amalgamation of banks of standing. Taxes such 
as the district municipalities tax should not be imposed. 

IV. — Banking Education. 

The Indian Institute of Bankers has now been formed and should be 
able to suggest the proper type of education. 

Y. — General Banking Org.anisation and Money Market. 

Q. 1. — Do you find, era. 

A.—m. ' '■ : 
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Q. 2. — Have you any suggestions, etc. 

A. — BnnlcR general^ can get ^idvaaces against sficurity from the Imperial 
Bank and in the same way indigenous banks, shrofis, sowcars, chetties, 
etc., can also get advances from their bankers against hundis or other 
form's of security. We have no suggestions to make, 

Q. 3. — Have you any svggestions, clearing house, etc. 

A. — The Bankers Clearing House in Madras works very satisfactorily 
and we have no suggestions. 

Q. 4. — Hav.c you any suggestions, Bank Rate, etc. 

A. — The Imperial Bank at present regulates the Bank Bale but if a 
Central Bank is established it would become the care of that Institution. 

Q. 6. — Ga7i you bidicatc, etc. 

A. — ^I’rauds do happen from time to time and stricter regulations have 
to be introduced to meet them. We do not consider such regulations 
entail any hardship. The position is fully considered before such regula- 
tions are made. 

Q. 7. — Have you any suggestions. 

A. — ^No. Such matters must be dealt with by each bank to suit their 
internal arrangements which must vary to some e.Ktent;. 

Q. 8. — Considering that the dividends, etc. 

A. — ^Banks paying the higher dividends are in a position to do so on 
account of the large reseiwes which they hove steadily built up over a 
largo number of years and the resources of such bonks being quite adequat?/ 
to meet their requirements, they do not require to increase their cnpit.’i], 

9. — Do you support, etc. 

A. — This We think is a debatable point but we think banks generally 
find bills in sufficient quantities against which to make advances. 

Q. 10. — Have you any sugg.csiions. 

^ A. — We have no suggestions. 

Q. 11. — Can you describe, etc. 

A. — Brokers of various classes generally have associations of their own. 
many of which are recognised and work harmoniously with the various 
banks. 

Q. 13. — Hoiv jar hoJihs, etc. 

A. — Quite successful in Madras. Up-country godown accommodation is 
frequently inadequate. 

Q. 14. — Have you any suggestion. 

A . — Banks generally aj^pear to be quite able to finance commerce, 
industry and agriculture. 

Q. 15. — To what extent has the Imperial Bank, etc. 

A. — ^As a bank generally. 

Q. 17. — Have you any views, etc. 

A . — ^We have no views. 

< 5 . 18. — What facilities, etc. 

A. — ^We have no information. 
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No. 54. 

Statement of evidence submitted by the Committee of the Maharashtra 

Chamber of Commerce, Bombay. 

The Committee of the Mahai'ashtra Chamber of Commerce do not pro- 
pose to reply to the questionnaire seriatim. They mean to confine them- 
■selves to a few important points only. 

A detailed and full inquiry into the state of the existing banking facilities 
in the country, with a view to see how these can be improved so as to 
provide finance and encourage the commerce, industry and agriculture of ^ 
the country, was a necessity and the Committee of this Chamber are glad 
to note that the Central Banking Inquiry Committee are fully going into 
the subject. Far from belittling in any way the importance of other ques- 
tions the Central Banking Inquiry Committee are going into, the Committee 
of this Chamber would like to specially bring to their notice four questions 
of great national economic significance. These are (a) the linking of shroSs 
and savlrars with the central banking organization of the country, (b) 
restricting the operations of non-Indian banks and (c) foreign insurance 
•companies and last but not the least (d) introduction of a full-fledged gold 
standard and currency. 


LrjvKiXG UP THE Shroffs and Savkars with the Cektrae Banking 
Organization of the Country. 

1. India is a very large country. The population is very difierently 
'distributed, being mainly a rural population scattered through its large 
number of villages. The shroff is an institution which has weathered many 
■a storm. He is there through all the changes and vicissitudes ot economic 
and political life the country has seen and he has beeu serving people’s 
needs all this time as best as he can.. There have been a few joint stock 
hanks in the country but these are few and far between and the shroff still 
forms the pivot on which the economic life of the country ns a whole hinges 
and who still largely supplies the banlring facilities of Ihe counhw, particu- 
larly in rhe rural areas. He is still an instrument of the circulation of 
goods and money to a large extent and he can be turned into a more 
modern and useful instrument. The present joint stock hanks do not 
even meet to the full the requirements even of the places where they are 
situated ; and it does not seem likely that in a vast country- like India it 
will be possible to have in the near future anything like the 4,600 branches 
-of banks as in Canada or something like the 27,000 banks as in the United 
States of America where no less than 2/3rds of these are situated in small 
communities having a population of 5,000 or less. The only w'ay in which 
it is possible, according to the Committee of the Chamber, to make avail- 
able on any cxieu.sive scale banking facilities in this country, is by linking 
up shroffs in various places with the central banking organization of the 
country. The institution is there from old days as observed above and 
it -^vill be but proper to make use of it. The shroffs may be recognised as 
aw'nts either individually or jointly, wherever need of banking facilities is 
felt, instead of opening fresh branches of the Imperial Bank or trying to 
found more joint stock banks. The recognised shroffs will, of course, have 
io submit to certain restrictions such as inspection and auditing of their 
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accounts by proper authorities, their undertaking _ not to speculate, etc. 
This, according to the Committee of this Chamber, is the only way of expe- 
ditiously and economically making the banking facilities available on a 
larger scale in the country. 

Foreign Banks and Foreign Insurance Companies. 

2. The question of imposing restrictions on foreign banks operating in 
this country is also an important one and as such it deserves full consider- 
ation at the hands of the Committee. These non-Indian banks control at 
present most of the export and import trade of this country. The export 
and import trade of the country normally averages to about 325 crores and 
225 crores of rupees annually. The value of our total exports and imports 
for the year 1928-29 iS Es. 3,301,275,765 and Es. 2,532,419.200. The ques- 
tion, therefore, of securiug this banking business for Indians is an important 
one. Practically the whole of the profit in this business is going to foreign- 
ers. The Committee of this Chamber think that we in this country have 
no correct idea of the details of the assets of these banks. Nor do we know 
of their investments and commitments. We have no concrol over them as 
they are registered in England or elsewhere, nor can we always gauge the 
qualifications of their directors. It is true that their business has been free 
from trouble lately but this gives no security for the future. Eestrictions on 
banking do obtain in the Dominion of Canada, where banking in its various 
forms is virtually secured to the Canadians by law. The .Committee of this 
Chamber think that no foreign bank should be allowed to carry on its busi- 
ness here unless it has 75 per cent, of its capital Indian and unless it lias 
at least 4th of its directors Indian. 

Financing of Foreign Trade. 

Foreign trade is in a very unsatisfactory condition from the Indian point 
of view, it being mostly in foreign hands. The reason v/hy the Indian plays 
such a negligible part in it is the paucity of financial facilities. Most of the 
important foreign countries have their banks in India known as exchange 
banks, while no Indian bank has its branches in foreign countries. It is 
believed that these exchange banks favour naturally their own nationals, 
generally advancing a very substantial portion of the value of the goods 
purchased up-country. The banks receive back the mone.y advanced in a 
European or foreign port against delivery of the bill of lading or -bill of 
exchange. These facilities are not available to Indians as freely and hence 
the need of some restrictions on foreign banks on the lines indicated here. 

3. What has been observed above in respect of foreign banks, the Com- 
mittee of the Chamber would like to stare, also applies matatis rmdandis 
to foreign insurance companies operating in this country. It is difficult to 
say precisely, in the absence of statistics, what amount these foreign insu- 
rance companies annually gather in this country by means of premium 
collections. They have been doing this for the last so \nanv years. Indians 
have just entered this field. There is no doubt these non-Indian companies 
collect vast sums and that the same are used for the economic development 
of their own countries, as a reference to the list of the Sun Life Insurance 
Co.’s investments will make cleai*. If foreign insurance companies are to 
be allowed to operate here, it should be made obligatoi’y on them to g^t 
themselves registered here as Indian rupee companies witli a fth majority of 



Indian directors and ndtli 75 per cent. Indian capital and Indian manage- 
ment. It should also be compulsory for them to invest all monies in Indian 
Government or Trust securities. 

IXTnOOUCTIOX OF FULL-FLEDGED GOLD STANDARD AND CuilREKCY. 

4. The Committee of this Chamber are of opinion that it wili not be 
possible to build a healthy banking system on proper foundations unless India 
has a full-fledged gold standard and gold cm’rency. The present position 
of the currency of the country is that it consists of token silver coin whose 
legal tender value is much above its intrinsic value. It is, therefore, every- 
way deshable to have a scientific and automatic cmrency. Gold standard, 
as people have known it in pre-wai- days, cannot be said to be unscientific 
or antiquated eitheiy as can be easily seen from the deshe to-day of every 
country using paper internally to return to it. A completely sound currency 
means that it is freely redeemable in gold, the only medium of payment 
internationally aceej)ted, as observed by INIr. Albei*t Strauss, the Vice- 
Governor of the Federal Beserve Board. A Gold currency alone can 
right!} and eminently fulfill certain indispensable objects and satisfy certain 
basic needs of economic life, which a sound system of cuiTency ought to do. 
It alone can be a universally acceptable medium of exchiuige, a standard 
for deterred ])ayn)ents and a store of values. This country has so far heavily 
•suffered due to exchange manipulations, and it is high time, the Committee 
of this Chamber think, to have an end put to all this confusion once and 
for ever by ha-rnng an effective gold standard in the interest both of our 
internal and external trade and also in the interest of economic stability and 
industrial development of the country. 

Iedustrlyl B.ynks axd Credit Facilities. 

.5 Industrial financing' institutions are a great desider.atum in this 
country, esfiecially for supplying the working capital for industries. The Com- 
mittee like here to sound one note of warning lest their suggestions should 
be misunderstood. If corporations, syndicates or trusts are to successfully 
and usefully finance- industries, the stability and prosperity of the industry 
must be assured. The Committee hold that for this purpose ether things 
such as technical skill, etc., being there, the industry must be absolutely 
protected for some vears against foreign competition. The Industrial Coni^ 
mission’s Beport adds at the end of paragraph 288, (i.c., Industrial Banks 
in Germany and Japan), “It is alleged that behind these banks stand the 
Beifhsbank aad the Gennan Government’’. It may be pointed out that 
Germany with all her high degree of technical and scientific efficiency is one 
-of the few highly protectionist countries of the world. Private capital can 
seek industrial investment through an industrial corporation or syndicate, 
provided security and some return are assured. Even if Government 
guarantees a fixed return on the capital, the public may subscribe to these 
industrial investments. The State' will have to see^that industries thus 
financed are protected in their infancy !if the scheme is to work successfully 
and help the economic and industrial development of the country. Some 
restrictions may be placed on these syndicates or corporations by whatever 
name they are called. For instance, the corporation may be restricted to 
lend only npto 5 per cent, of its capital fi) to a particular industry or (ii) fo 
a particular group of management or (iii) to a particular area, province or 
district, as the case paay be. 
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Banking and its PiEoudation. 

6. The Committee of this Chamber are not for any other method of 
audit and examination of bank’s accounts than the one obtaining at present 
The Committee do not feel certain that there would follow any decided 
advantages over the present arrangement if the suggestion of having Govern- 
ment examiners is adopted. 

The Committee of this Chamber have to state that foreign banks should 
be required to obtain a license for carrying on business here and this should 
also be applicable to such of t'lem ns ai-e already operating hero till such 
time as they get themselves registered here with majority of Indian 
directors, etc., as suggested at the end of topic No. (2) dealing tvith foreign 
banks and foreign insurance companies. Six months’ notice should be 
given to the bank if its license is to bo cancelled or not renewed. The period 
of license should be 3 or 5 years. There should be created n central, all- 
India authority to issue such a license and these banks should submit a 
balance sheet of their Indian business as also they should submit the balance 
sheet of their head offices to the Pegistrar of joint stock companies and 
the central authority. 

Some provision such as certificate of the Advocate 'General should be 
made to protect banks from unjust attacks on them by way of vexatious legal 
proceedings against them. These suggestions, if accepted, are the Commit- 
tee of tins Chamber believe, calculated to repair in part the immense 
damage done to the economic interests of this country in IJie absence of any 
definite State policy in this behalf. It is on account of this that Indians 
have been so far denied their legitimate share in the foreign trade of their 
country. The eighteen foreign exchange banks in India annually receive 
in deposits 67 crores of rupees as against 04 of the Indian joint stock 
banks, of course the Imperial Bank being excepted. The amount of 
loans granted in India by those exchange banks is small compared with the 
amount of deposits they receive. Such restrictions, as have been suggested 
above, have been in force in Franco, Italy and Spain, and even in Britain 
the Cunliffe Committee have complained in their Report about "the condi- 
tions under which it is open to foreign banks to establish themselves in this 
country’’’. 

After the creation of the Central Reserve Bank, the Imperial Bank 
divested of its special privileges, can largely engage itself into the foreign 
exchange business, opening branches in London, in Europe, in Japan and 
in America. Other agencies will also come into being to work in this field. 

Banking Education. 

7. It has been often said that due to inadequate supply of properly trained 
men, development in banking in India is slow. To he fair, this charge 
cannot be said to be well founded when it is Imown that most of the banking 
institutions in India are in the hands of non-Indians and facilities in practical 
training and employment there are few for Indians. Indigenous hanks in 
Bombay do provide scope for practical training in banlring, and students 
studying for the examinations of the London Institute of Bankers avail 
themselves of it. The Imperial Bank also take.? a small number for pro- 
bationary assistantships. The pace, however, is slow and muSt be 
quickened. The value of a sound theoretical and nractical training in 
banlring is not well appreciated in this coimtry. In England hanks’ clerks 
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are often encouraged to study principles, practice and system of banking in 
different countries of the world ; they are given bonus or promotion on passing, 
examinations like those of the Institute of Bankers, London. Our Banks 
can well emulate this example. 

Cbnthal Bankikg Organization and Money Market. 

8. In addition to what has been said above, the Committee do not thinir 
any administrative and legislative action is necessary. At present there is 
less co-operation between the exchange banks, the Imperial Bank and the 
Indian banks. In the interests of & healthy development of banking it is 
necessary that there should be more harmony. The Exchange Banks Asso- 
ciation can well allow Indian banks to be its members, which at present 
they do not do. Due to this want of closer contact between banks they are 
often not well informed U'ith regard to the credit position of merchants and 
business houses. 

9. There should not be sudden fluctuations in the Bank Rate. It should- 
be steady. It should be a real indication of the condition of the money 
market and Government should have no hand in its regulation. The neces- 
sity for a Central Reserve Bank becomes all the greater when it is accepted' 
that the control of currency and credit should be. in the same hands. So 
long as Government control currency and the Imperial Bank the credit, no 
steadiness is possible in the Indian money market. 

10. The cost of management can be perceptibly reduced if Indianization 
in the Imperial Bank of India is carried out on a much larger scale. The 
boards of directors, both central and local, should be Indianized early, as 
also the heads of departments whether at the Presidency towns or at the- 
branches. 
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•No. 55. 

letter from the Secretary, the Marwadi Chamher of Commerce, Ltd., 
Bombay, dated the 3rd March 1930. 

I am directed by the Board of tliis Chamber to forward to you bere- 
wifcb for submission to the Central Banldng Enquiry Committee the me- 
morandum prepared by them on the questions raised in the questionnaire 
supplied by you. 

I am also directed to say that my Board will be glad to depute their 
representatives to give oral evidence to amplify such of the statements 
contained in the memorandum as your Committee may thinh tit. Thu 
names of the representatives will be communicated to you on hearing 
from you in the matter, 

I. — IxDusTiiUL B.\kks axd Cuudit Faciutius rou India’s ItLuN lNin:.S'iKn:s. 
Questions 1, S and 4. 

1. For the growth and development of industries adequate supply ol 
finance, in other words adequac}’ of banking facilities, is as vital a neces- 
sity as regular supply and circulation oi blood arc for the growth and deve- 
lojjment of the human body. It is a universally accepted principle which 
has been continually illustrated and established by the history of develop- 
ment of banking in Western countries where such banking develojunent 
has invariably been followed by industrial expansion and jirogress. The 
existing condition of Indian industides, that have somehow come into 
existence, immishes a further illustration of this principle. With the soli- 
tary exception of the jute indusfry of Bemaa!, which is mostly in the 
hands of European capitalists, all important Indian industries complain 
of and are suffering from lack of banking or linancial facilities. Textile 
mills, sugar mills, match factories, blm-producmg concerns and numerous 
and vaiious otlier industrial ccncerns, big and small, arc working under the 
•severe handicap of paucity of finance. 

2. Past experience shows that whenever a group of bold individuals 
has resolved to start an industrial concein, they have found themselves 
faced with a discouraging prospect. They have usually met with indiffer- 
ence both from Government and the public and they have l®sd to rely 
more on personal resources and influence than any outside help. In the 
case of a joint stock venture after the initial capital has been raised and 
the industry has been started the problem of securing additional capital 
soon crops up. From this stage onwards there is a continued struggle for 
obtaining finance and the managers and directors have to tax their brains 
■to the utmost capacity of their resourcefulness in this connection. The 
facilities that are at present obtainable are drawn from different .sources. 
For expenditure on fixed capital or block, an industry- has to rely almost 
■entirely on the share capital and, in subsequent stages, on debentures. 
'The former is given by the general public, mostly mercantile public, and 
the latter are drawn largely from indigenous bankers. 

3. The finances that are required from time to time as floating or 
■V/orking capital or for particular needs are met by the following agencies? 

(i) The Imperial Bank of India. 

(ii) Other joint stock bank's. 
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(iii) Indigenous bankers. 

(iv) Traders either in the capacity of buying and selling agents or as 

partners in the managing agency, and 

' (v) Euling Princes. 

It must be admitted that a substantial part of the facilities at present 
-enjoyed by the major industries is given by the Imperial Bank. Tills 
has. of com’se, been done in a fairly regular way within certain fixed limits 
and on definite principles, though recent experience indicates a stofiening 
up in the bank’s policy. Of a different category, though of a fairly sub- 
stantial measure is the help afforded by certain of the Euling Princes. 
The joint stock banks meet the da3'- to-day small requirements but they 
advance moneys strictly against produce, raw materials or such other 
easily realisable securities, and f,o a very small extent, on the general 
security of the industry. The sum total of the assistance given by these 
banks is an almost negligible quantity. The indigenous bankers are help- 
ful bj’- purchasing debentures and occasionally by advancing against mov- 
able 'securities, more or less, like the joint stock banks. In some cases in 
Bombaj', merchants or merchant-bankers have been instrumental in 
affording valuable help by maldng large advances of the consideration of 
being appointed and maintained as agents for buying raw materials and 
selling or distributing the products of the industry concerned. 

4. Eecapitulating in brief, it may be said that none of the existing 
banking agencies provides any finance at all for fixed capital expenditure, 
whether before or after an industrial concern is started. Ordinary 
-current requirements are “met by the Imperial Bank and to a small extent 
by other joint stock banks. Special floating capital requirements are. 
to a ceidain degree, coped with by Eufing Princes, indigenous bankers 
and merchants. But for the help from the last three sources a concern has 
to submit to a lot of hunting about and canvassing, resulting in certain 
cases, in loss of credit and prestige. This kind of assistance is not open in- 
discriminately to all and is not always adequate. Besides, the terms on 
which finance is given by these agencies are certainly not such a- one 
would desire. It may also be noted that the help from Euling Princes is 
easier to secure and on better terms for enterprises meant to be under- 
-taken within the precincts of their respective States than for those of 
outside. 

n. The reasons why the' joint stock banks and the indigenous bankers 
do not freely give advances to an industrial concern on the security of its 
immovable property — land, buildings, plant, machinery, etc. — a^’p evident 
enough. Pirstly, there is considered to be a certain element of rick, real 
or imagined, in such advances. Besides, all such banks and bankers main- 
'tain curTent accounts. Thev are consequently compelled to keep a large 
•part of their capitdl in cash or in' quickly-* realisable securities. The art 
in present day deposit hanking eonc-efs m op adjusting the loans as not to 
render the occurrence of a run on the bank a source of real danger No 
bank can' afford to ignore this principle. It is an open secret that a 
certain Indian bank came to grief partly because of the fact that it assisted 
industries in partial disregard of this principle though, of course, with 
very laudable motives. Another relevant fact may he pointed out The 
Imperial Bank which is financially the most powerful joint stock bank in 
India and is consequently^ in a position to undertake industrial banking in 

VoL. n 2 m 
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a. certain measure is prohibited from doing so by law. In these circum- 
stances any assistance in raising finance for initial fixed capital expend! 
ture through the above-mentioned agencies is obviously out of the ques- 
tion. 

6. Before proceeding to the remedies for the present imsatisfactory 
conditions my Board have to mention here that the usual rate of interest 
of banks on loans and advances to industries is generally at the Bank 
Bate: • Sometimes it is even higher, i.c., 1 per cent, over the Bank Bate. 
The latter is particularly true in the case of advances made by agencies- 
other than the banks. 

7. For the considerations stated in the foregoing, paragraphs it has 
become imperatively necessary to take effective steps to form an indus- 
trial bank. It is an acknowledged need; and my Board strongly recom- 
mend that the public and Govermnent should co-operate with each other 
in working out a practicable plan and thus be helpful in establishment of 
a financial agency that will not only gave much-needed assistance to the- 
existing industries but also to those that cannot be started for want of 
financial help. In progressive countries like Germany, France and Japan 
which have reached an advanced stage of industrial development, the 
respective Governments have, in certain cases, themselves contributed 
from State coffers a substantial part of the capital required for starting 
industrial banks. For a variety of reasons the Government of India can- 
not at present be expected to make such large contributions out of Gov- 
ernment moneys. What, therefore, can easily be done, as the ne.vt best 
thing, is for Government to give a guarantee W interest at a certain rate- 
on the capital subscribed by the public on the same lines as to the rail- 
way companies in the past. If Goveimnent guarantee 6 per cent, in- 
terest (it must not be less) then on the basis that the Industrial Bank is 
started on a paid-up share capital of 6 crores of rupees, a provision of 
about 25 lakhs of rupees will have to be made in the budget. A humbler 
beginning maj- be made with a capital of three crores and this capi- 
tal may be subsequently increased to o crores. Even assuming that all 
the undertakings financed by the bank prove to be failures the Govern: 
ment of India; will not have to set aside roughly more than about 15 to 25 
lakhs of rapees in the annual budgets. There is a suggestion contained in 
a sub-question under question 4 that one industrial bank may be estab- 
lished -n each of the provinces. My Board consider that it is not prac- 
ticable in the existing conditions of this coimtry', specially the financial 
position of the Provincial Governments. In the beginning efforts should) 
therefore, be made to start with a capital of three to five crores of rupees 
a Central Industrial Bank with a limited number of branches in industrial 
centres. The proposed ' Industrial Bank will have to work on certain well- 
defined principles and to submit to certain necessaiV limitations and res- 
trictions. My Board should like to make the following suggestions relat- 
ing to this proposal of an industrial bank: — 

(1) The hank should be started with a capital of three crores of 

rupees which may later be inci’eased to five crores. 

(2) Government should guarantee interest on the total invested 

capital at 6 per cent, at the least. 

(3) The bank should employ technical experts having full technical 

, knowledge about the various industries to advise on applica- 
tions therefrom for loans. 
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(4) Government' may employ a competent export who should advise- 

and Z’eport to them about the nature of commitments of 
’ the bank and its financial position from 'time to time. 

(5) The bank should not be allowed to lend more than 10 per cenr. 

of its capital to a particrdar industry.. 

II. — ^Financing of Foreign Trade. 

Qucsiioiis 1 arid 2. 

8. Foreign trade in India is, from the Indian point of view, in the most 
unsatisfactory condition. The export ti*ade is almost entirely handled 
and controlled by foreign exporters. Even in the import trade the Indian 
trader can assist but feebly. On the whole the part placed by Indian 
traders in foreign trade is negligible. As far as the export trade is con- 
cerned the control of the foreign exporter over exportable produce is daily- 
increasing so much so that his agents have penetrated the innermost agri- 
cultural centres where they purchase the goods for export to 'foreign coun- 
tries directly from the village farmer. 

9. The main reason why the foreigners have obtained a firm hold on the 
foreign trade and the Indian traders are unable to have a hand in it is in- 
sufiSciency of financial facilities to the latter. The cause of this deplor- 
able state of affairs consists mainly in the fact that all the important 
foreign countries have their banks in India commonly called the exchange 
banks and that no Indian bank has its branches in foreign parts and 
caiTies on foreign exchange business. The result in the matter of facilities 
of finance is discrimination in favom* of the foreigner and against the 
Indian. It is a matter of common knowledge and experience that the 
exchange bank of a particular foreign country favours its nationals and 
deems its duty to provide all possible facilities to them for whom, in fact, 
it exn’sts. On the other hand the treatment meted out to Indian traders 
by these exchange banks is cold and indifferent. An intelligible reason 
why it is so is the fact that these banks are in" intimate touch with and 
know the financial position of their clients who are the nationals of the 
countries to which respectively such banks belong. 

10. The effect of .the conditions mentioned above is manifold. A few 
instances are cited here. If a foreign exporting house receives intima- 
tion in Bombay that its agents have purchased goods upcountry it im- 
mediately approaches an .exchange bank which advances to it a 
substantial portion of the p-urchase value of the goods upcountry. When 
the goods reach the port they are shipped and a bill of lading is obtained 
which is handed over to the said exchange bank. The finance that such 
bank advances virtually for purchasing the goods in agricultural centres 
in India is returned to the bank in a port in Europe or Japan against 
delivery of bill of lading and/or -bill of exchange. In marked contrast 
to -(his are the facilities,' or more cowectly speaking absence of facilities, 
obtained by Indian exporters. The Indian exporter has to pay the full 
price of the goods either in upcountry markets or in the ports and then 
after the goods have been put on board a ship, does he obtain . finance 
from the bank discounting his- bill -of exchange accompanied with the 
bill of lading? 

11. There is also discrimination in other respects. The rates offered 
for conversion of the rupee, into sterling and ‘other forei^ currencies 
and vice versa are understood to be preferential to foreign traders. Again, 

2 M 2 



564 


in connection with import trade Indian traders experience great difficulty 
in getting letters of credit opened. The banks concerned demand such 
high margins as to make opening of credits both ordinary and confirmed 
in certain cases prohibitive, 

12. The question now is how to remedy the state of things described 
above and to make concrete proposals. Suggestions whjch my Board 
have considered suitable and effective have been made elsewhere in this 
memorandum. In this place, therefore, only a brief reference to the 
measures favoured by the Board js made. In their opinion the situation 
demands firstly, imposition of certain restrictions upon the foreign ex- 
change banks so as to protect indigenous joint stock banks and to 
make the former to modify their present policy of iindifference and even 
hostility to the interests of Indian nationals and secondly, development 
of a strong Indian exchange bank either by flotation of a new concern 
or conversion of one of the existing Indian banks into an exchange bank. 
Questmi 3. 

13. As in many other things connected with foreign trade, the question 
of facilities of warehousing should be viewed with the view point of the 
export trade as well as the import trade. So far ns the import trade is con- 
cerned, the existing facilities except in regard to minor matters are 
fairly satisfactory. There is one grievance to which attention may be 
invited here. The rates charged by the port trust authorities in Bombay 
for storing imported goods in bonded warehouses are very high. This 
circumstance adds to the importer’s difficulty in raising finance. It often 
happens that the importer, fearing lest the rent should go on piling up, 
has to part with the goods at unprofitable rates. This defect should be 
removed by reduction in the port trust charges in question. 

14. The question of warehousing facilities relating to exportable com- 
modities is a more important and urgent one. Thexcnpacity of the pro- 
ducer to get a fair price for the products of his field depends to a large 
extent on his holding power. The holding power of the Indian agriculturist 
has been through a number of causes so undennined that it is now consider- 
ed to be lower than that of the peasant of any other countr}' in the world. 
This weakness has been recently brought into prominence by the course 
of events in the cotton trade. In recent months Indian farmers have 
had to part with their cotton at rates much lower in parity to those of 
the other cotton-producing countries, particularly America. For example, 
we have witnessed this year Broach cotton being sold at prices (Febniary 
1930) which, after making due allowance for inferior quality, have been 
lower in parity to American prices by about Bs. 85 per candy. The parity 
of Umra and Bengal cotton has been even lower still. In fact anyone 
who cares to scrutinise the figures of parity between the prices of Indian 
and American cotton will find that the difference has been steadilv 
widening since the beginning of the vear 1927. These facts unmistakably 
point towards the one conclusion that the economic position of the Indian 
peasant has been steadily on the decline during the last two or three 
7 /ears. These facts constitute a proof, if proof was needed, of the dimin- 
ished holding power of the Indian agriculturist and trader, which may not 
be challenged. 

15. In these circumstances any measure calculated to add to the hold- 
ing power of the Indian producer must -he welcomed. In the considered 
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judgment of my Board one sueli' effective measm’e is establlshrnent of 
licensed warehouses. In this connection detailed proposals have been 
submitted to the Provincial Banking Committee. A brief summary of 
those suggestions are given below; — 

(1) These warehouses may be of two kinds, viz . — 

(i) Those established and worked with the assistance and under the 

control of Government, and 

(ii) Those established by Bailway Department or companies. 

(2) On payment of a small charge for rent and insurance the goods of 
any farmer or trader may be stored in these godowns. 

(3) On receipt of any lot of goods the manager of the warehouse should 
issue to the owner in prescribed standard form, a certificate or receipt 
mentioning therein the description and quantity of such goods. 

(4) Such warehouse receipts should be made negotiable so that on 
their security requisite finance may be easily raised. 

(5) Efforts should be made as soon as and wherever practicable to have 
godowns specialising in particular commodities. 

(6) It should also be arranged, wherever possible, to get the quality of 
the goods analysed by competent experts and the result of this analysis 
noted on the warehouse receipt or it may also be supplied subsequently. 

(7) The railway authorities can also help in this direction by having 
large sheds set apart- for warehousing pui*poses. They should make 
arrangements so that a railway receipt in respect of any lot of goods may be 
issued on the satne day on which such lot reaches the railway yard,, shed 
or godown. This arrangement will necessitate two kinds of railway le- 
ceipts. The new type of railway receipt will differ from the prevalent 
type in the below-mentioned particulars : — 

((f) It will bear the dftte of entry of goods into the warehouse and 

not the consignhieilt dale. 

(b) The railway authorities will have to despatch goods within a 

fixed number of days from the date of the railway receipt. 

(c) The charge on sUch a railway receipt will include vent and 

insurance premia besides freight. 

III. — Begulatiox of Banking. 

Question 1. 

16. My Board do not favour the suggestion of having Government 
examiners, as they are not certain that any decided advantages over the 
present arrangements will result from its adoption. At the same time 
the Board are not entirely satisfied with things- as they are; and they 
would, therefore, welcome any better and suitable arrangement. What my 
Board desire is an arrangemient by which fraudulent activities of evil-in- 
tentioned managements may be effectively checked, without undesirable 
obstacles being put in the way of good managements. 

Question 2. 

17. Except as suggested in the following paragraphs my Board are not 
in favour of imposition of any restrictions on the business of different 
classes of banks in India. 
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]8. In the oihnion of my Board the use of the word “bank” should 
be restricted to — 

(i) public joint stock companies incorporated under the Indian 

Companies Act which carry on or have been opened with the 
object of cai’rying .on, hhe usual banking business including all 
sound forms of borrowing and lending and talcing of current 
deposits, etc., and , 

(ii) foreign exchange banks incorporated as public joint stock 

banks under the laws ot the respective countries of their 
origin and carrying on business under the restrictions pro- 
posed on the next page. 

19. Every bank as defined above in part (i) should be subject to \he 
following restrictions : — , 

(i) It should not commence business unless .and until 25 per cent, 
of its subscribed capital is paid up. 

(ii) It should not lend more than the amount of its paid-up capital 

on the security of immovable property. 

(iii) It should not make clean advances on the security of single 

parities to an extent lai'ger th.'in its paid-up capital. 

(iv) It must issue monthly statements of its liabilities and assets in 

proper forms proscribed by the Eesorve Bank or the Gov- 
ernment of India for the information of the public. 

20. All Indian indigenous bankers, otherwise palled shroffs, are pri- 
vate firms who caiTy on banking business in its various forms excepting 
the use of cheques. These bankers, ns is well known, generally combine 
commission agency business vdth banking, though some of them are also . 
engaged in trading on their o^vn account. In the opinion of my Board 
these shroffs should be recognised as a distinct category of bankers and 
they should be allowed not only as heretofore to assist in giving banking 
facilities to the community at large without any hindrance or restriction 
but must also be afforded the facilities recommended on pages 14 and 15. 

21. It has akeady been suggested that no agency which is not an in- 
coi*porated joint-stock bank will have the right to be colled a bank. 
Accordingly, a' foreign private banking firm or individiial will also not be 
termed as a bank. Such firms should be piohibitcd from taking banking 
deposits from the public, though they should have the right to engage 
themselves in other forms of banking business. Similarly, any foreign 
trading concern will have unrestricted freedom to give and take any 
deposits incidental to and necessary for carrying on the trade in which the 
same may be engaged. 

22. My Board will now consider those agencies doing banking business in 
India which are branches of banking companies incorporated and having 
head offices in foreign countries. With a view to safeguarding and advanc- ■ 
ing the interests of the Indian people, specially the Indian merchants and 
bankers, it is highly desirable to impose some restrictions upon the foreign 
exchange banks. My Board are deliberatelv d opinion that following 
suggestions should go some way in fulfilling the needs of the situation: — • 

(ll No foreign bank should be permitted to receive banking deposits 
from the Indian public unless and until it gets itself registered under the 
Indian Companies Act (or other Indian Baw that may hereafter come into 
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ioree) as a public joint stock bank, in rupee capital, a major portion • of 
wbieh is held by Indian shareholders and with a majority of Indians on 
its board of directors, provided expressly that any such bank may have' 
■full liberty to take deposits from the nationals of its own country as well 
as other non-Indian residents. 

(2) Every non-Indian banlc which does not convert itself into a com- 
pany of the above description must be under an obligation in law to apply 
to the licensing authority in , India for a license to commence or carry on 
business (other than of taking deposits from Indian nationals) which may 
be granted subject to the sole discretion of’ such authority under the con- 
ditions mentioned below: — 

(a) The applicant should have a paid-up capital and a reserve aggre- 

gating to not less than £1,000,000. 

(b) It should publish monthly statements of accounts and balance 

sheets in respect of its business done in India. 

(c) It should have a local Board of advisers half of whom should 

be drawn from Indian traders, etc., for guidance in the 
matters of the bank’s exchange business': 

(d) The period of the license should be five years in the first in- 

stance renewable subsequently after every five j ears, provided 
thdt in the eventuality of cancellation of the license six months - 
notice should be given. 

23. My Board are emphatically of opinion that their recommendations 
^ire eminently fair and legitimat-e and their adoption is calculated to repair 
In some degree the immense harm that has been done to the economic 
and mercantile interests of this country in the absence of any definite 
■State policy in consonance with national requirements and aspirations in 
this respect. This is also the reason why Indians have been disinherited: 
from a rightful share in the foreign trade of their country. The eighteen r 
exchange banks at present functioning in India receive deposits in India 
aggregating, according to Government statistics, to about 67 crores. The^ 
Ipdian joint stock banks, excepting the Imperial Bank, receive amongst 
-themselves deposits of about 64 crores of rupees, a figure which is less 
than that of exchange bank deposits by three crores. This is certainly 
a son'v spectacle which no Indian can enthuse over. A comparison of the ^ 
amouni of loan'i granted in India by the exchange banks with the amount 
of deposits received bv them should give one a real insight into the nature 
of their activities and the ’ effect of -the latter on national interests. The 
long experience of the step-motherly treatment meted out to Indian traders 
by these non-Indian exchange hanlcs has made the latter impatient of 
their helpless dependence on foreign agencies over which the Indian public 
can exercise no control. 

24 Moreover, India will not be the first to adopt this way of putting 
her house in order. Such restrictions as (i) licensing (ii) levy of a tax on 
capital (iii) levy of special taxes on profits and business turnover have 
been applied to foreign banks by countries like Prance, Italy and Spain, 
etc. Even Canada, a British Dominion, has, to the best of our informa- 
tion, adopted restrictive measures. Even in Britain the Cuncliffe Com- 
mittee in their report called attention to the^ public grievance against 
'"the conditions under which it is open to foreign hanks" to e'stablish them- 
selves in this country (Britain)” and suggested that Government should ' 


668 


consider the question. Moreover, in the opinion, ot my Board this is u 
matter which should stand or fall on its own merits and should be examined 
in the light of national needs alone. 

25. My Board feel that the above measures -by themselves will not be 
of much avail. It will, therefore, be necessary to supplement them with 
other and positive efforts to fill the gap occasioned by the absence of any 
Indian ^agency to 'do foreign exchange business. My Board’s views relating 
to the formation of a Central Beserve Bank in India, made elsewhere, will 
show that after its formation the Imperial Bank: should become a private 
concern divested of special privileges as also freed from restrictions pres- 
cribed by Government. The finest thing, as my Board think, that the 
Imperial Bank can do for the benefit of its shareholders and general 
mercantile interests is, after it gains freedom from present responsibility, 
to engage itself as largely as possible in foreign exchange business. Bor 
this, the Imperial Bank will have to begin by opening a branch in London 
and later to extend branches over the Continent, America and Japan. 
How this can be done and what shape the shareholders of the Imperial 
Bank will desire it to take and also what policy Government are to adopt 
in regard to the same, arc questions about which it is futile to speculate 
at this moment. At the same time my’^ Board feel confident that the 
futm’e of the Imperial Bank apart, given room for development, required 
agencies are bound to spring up which should before long be able to cope 
,witli the coxmtry’s needs. 

Queeiion 9. 

26. My Board agree that it would be exceedingly desirable in public 
interest if on the occasion of a bank getting into difficulties, it can, cir- 
cumstances permitting, be prevented from going into liquidation and 
instead be amalgamated with another bank occupying a strong position 
or if, in more favourable circumstances, such n bank can be reconstructed 
and rejuvenated. 

27. But the Board find that it is by no means easy to set up a really 
effective machinery for the purpose and to discover a plan by the adop- 
tion of which satisfactory results may be ensured. They are of opinion 
that the only body which can be effectively instrumental in translating 
the idea, into practice seems to be the future Beserve Bank of India. Until 
the time of its establishment the Imperial Bank may discharge this 
'function. 

28. My Board will now attempt to explain how this plan will actually 
work. The State bank should have provision under its constitution tc 
create suitable machinery as and when occasion arises. Whenever a bank 
finds itself lu difficulties, it should have the right to make an application 
to the State bank for the needful being done. Upon this a small Com- 
mittee of experts including a compet.ent auditor appointed by the Board 
of the State bank should go into the affairs of the bank and report to 
the Board as quickly as possible. Acting upon this report the Board can 
decide the suitable course of action. If the report discloses a fairly satis- 
factory condition, the State ‘bank should provide such assistaiice as pos- 
sible and therewith allow the directors of the weakened bank, on certain 
conditions, to reconstruct it. If that is not possible, negotiations may be 
carried on with the other banks and the one that offers the best terms 
t'o the depositors and shareholders of the bank concerned should be asked 
to take over its assets and liabilities and to pay the purchase pi’iee in such 


amounts and in such time as may be settled. If neither of the above- 
alternatives is found to be -possible or practicable the bank concerned 
should be made to go into liquidation. But simultaneously with, the 
declaration of the bank in this connection, the Btate bank should issue 
a statement acquainting the public with its real condition. 

29. In those cases also where a bank has not applied to the State 
bank for assistance and has had to suspend payment, the latter should 
immediately intervene ahd direct the Expert Committee mentioned above 
. to investigate the books ahd afEahs of the bank concerned. Acting upon 
the report of this Committee the State baitk should immediately issue a 
public statement to allay excitement and prevent panic. If a plan of 
amalgamation or recohstructibu is not foimd feasible in such a case, the 
State bank should 'act, more or less, as the Imperial Bank acted at the 
time of the failure of the Alliance Bank of Simla. 

Qtiestion 10. 

SO. There is no doubt that the cost of liquidation is at present very 
high and effoxts should be made to reduce it to a reasonable level. It is 
hot an exceptional experience wherein the proceeds of realisation from 
liquidation proceedings are considered to He barely sufficient for the liqui- 
dator’s remxmeration ahd other items in the liquidation cost. In the 
opinion of my Board the remuneration of the liquidator should be the first 
item to which the axe of reduction must be applied. Other means of 
cutting down the total cost may be devised ahd caiTied out. 

Question 12. 

31. In recent times cases have occurred in which certain individuals 
whose motives ai’e difficult to explain eke-ept in terms not very creditable 
to them have carried on frivolous litigation against ceitain banks and 
thereby attempted to injure their credit although in soundness and strength' 
of financial position the same have in no way been inferior to other banks 
of the same category. While no one desires to protect fraudulent manage- 
ments yet it is considered essential that full immunity from embarrass- 
ment caused by mischief-makers must be seexu’ed to those concerns which 
are genuinely ahd honestly managed. In this connection my Board should 
like to suggest that a provision be made in the law to the effect that on 
any application being made by a shareholder for instituting criminal pro- 
ceedings under the , Indian Companies Act against a bank a preliminary 
enquiry shall he held in camera into the allegations made ; and the charges 
should be framed only if the result of such an enquiry, in the opinion of 
the Court, whiTahts the same. 

n-". — B akkikg Education. 

32. In my Board’s opinion banldng education in India can be divided 
into two classes, i.e., (11 the' education in the Western methods of banking 
imparted in English and (2) the' education and training received by in- 
digenous bankers or shroffs for conducting banking operations in the tradi- 
tional Indian fashion. There are some facilities, though not entirely 
satisfactory, for theoretical and practical education of the form'=r type 
But the indigenous banking is, unfortunately, in an unox’,ganised c'-ndition 
and Ibe facilities for training youths in the method of indigenous banking 
are therefore also unorganised 
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’Questions 1 and 2. 

33. As regards the former, there are a few educational institutions in 
India nhich speciahse in imparting commercial education. In many, 
Indian schools boys are given the option to take subjects of a commercial 
nature such as book-keeping, typewriting, a bit of commercial geography, 
etc. However, there is nothing particularly pertaining to banking in the 
com’ses prescribed for this elementary stage of training. There are some 
colleges exclusively devoted to commercial education such as the Sydenham 
•College of Commerce Bombay, Commercial College of Cawnpore, etc. In 
these colleges, banking is one of the subjects on which education is given. 
But there is no particular banking course here which may be adopted 
separately and exclusively. Students are, however, coached by private 
institutions for qualifying themselves for the London Institute of Bankers' 
Examination. Eecently an Indian Institute of Bankers has also been 
started. 

84. As far as Bombay is concerned indigenous joint stock banks usually 
pi’ovide requisite facilities for giving training in Banking practice of which 
students studying for the London Institute of Bankers generally do not find 
much difficulty in availing themselves. It is not certain whether in other 
places also the position is identical. The Imperial Bank of India takes a 
limited number of Indian apprentices for what is called the probationary 
Assistantship and trains them up in the diSei'ent departments of banking. 
But the pace at which Indianisation is being effected by the Imperial 
Bank in its departments is too slow and a bolder and more progressive 
policy is urgently required. 

Question 7. 

35. As has been indicated above, there is lack of proper organisation 
and system in the present ways and means through which education in 
indigenous banking is at present provided. In former times, in every 
A’illage and town there used to be r school in which b inking was the, 
-main subject treated and which was commonly conducted by a single 
teacher. In the curricula of these schools such subjects as book-keeping, 
hundi business, etc., were included and boys were trained up in the same 
in a wonderfully short time. These institutions have mostly died out. 
Those that remain are in a forlorn and uncared-for condition. It may, 
however, be made clear that it is neither possible nor deshable to revive 
these institutions by a bygone age, for at best they can provide very 
narrow and one-sided development and although in quick arithmetical work,, 
book-keeping and hundi practice the pi'oducts 6t these schools used to be. 
efficient thev would be quite unsuited to the complex needs of modern 
times. Besides the theoretical education mentioned above, there has been 
a custom for long past to put bo3's in banking pedhis (offices) for receiv- 
ing practical experience in indigenous banking. It may also be noted that' 
in recent times the tendency has been to render banking a hereditary 
vocation. As a result the need for any kind of outside training has been 
dispensed with. 

36. If India is to have a banking machinery spread out through the 
length and breadth '-'f the land, its different parts worlring in perfect 
co-operation, co-ordination and harmony with one another and supplving 
all the needs of the present progressive conditions, the indigenous banking 
system will have to be helped, reorganised and improved. One of the most' 
crying needs of indigenous banking is introduction of a sound system for 



571, 


educating boys in the methods of indigenous banking. This system should 
•be a compromise between the ancient and modern systems, accepting all 
that is valuable in old pi'actices and forms and also adopting certain 
methods and practices of modern banking which, wisdom counsels, must 
be assimilated. For these reasons my Board recommend that in all 
existing schools a special comse of indigenous banking modified on the 
above lines must be introduced. What the actual books and subjects 
should be is a matter to be worked out in detail by the provincial depart- 
ments of public instruction in co-operation with indigenous bankers and 
-commereialists. 


V. — General Banking Organization and Money Market. 

Question 4. 

37. In the opinion of my Board it is in every way desirable that the 
Bank Bate should be kept as low as possible. Another essential require- 
ment is that it should be maintained at a steady level, sudden rise or fall 
being avoided. In this connection it may be suggested that increase or 
decrease in the Bank Bate should not exceed -I per cent, at a time except, 
in times of grave emergency. It maj^ be pointed out that the Bank Bate 
has not confonned to the above requirements often in the past and that 
"though no hard and fast rule can be laid down in the matter an appreci- 
able change for the better is called for. 

Question y. 

38. The exact type of the bills prevalent in Western countries which 
have been found very helpful to trade for obtaining finance is not found 
in India. My Board consider that it is not practicable to introduce it 
here. But the instrument which used to discharge more or less the same 
function and render a similarly important service is the Muddati hundi. 
Some years ago Muddati hundis were very largely in vogue and they pro- 
vided the mercantile community with a constant and easy soince of 
finance. But the use of these hundis has greatly diminished in recent 
times. The main causes of this diminution in their currencj'^ appear to 
'have been (i) the high stamp duty and (ii) the fact that joint stock banlrs 
ceased discounting the same as freety as before. There can be no doubt 
that the increased use ,of Muddati hundis .should prove highly beneficial 
to trade. Mj^ Board, therefore, recommend that the stamp dut}”- on 
Muddati hundis should be abolished as early as possible and the ioint 
stock banks in India .should help to encourage greater use of these 
hundis. In this way the want complained of in this question will, in 
course of time, be effectively removed. 

Question 18. 

39. The considered opinion of my Board on this question, as stated 
at. another place, is that the Imperial Bank should after the establishment 
of a Central Beserve Bank be deprived of all concessions and privileges 
at present enjoyed by it as also freed from all the restrictions and 
iimitations under which it has at present to work owing to its bein®- a 

depository of Government finances. Beference is made here only to those 
concessions which have been conferred upon the bank under the provisions 
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of law by the 'Governmeut of India. But if fho municipal administra- 
tions or the Indian Euliag Princes choose of Ihcir own free will to give it 
certain concessions for efficiency of service or otherwise there should, of 
eourse, be Uo restriction. 

10. Before concluding this statement my Board have to express their 
considered views on some questions intimately connected with the subject 
of this enquiry though these are not, perhaps, wholly covered by the 
•;questiOns contained in the questionnaire under" reply. These questions arc 
(i) introduction of the full gold standard with gold currency (ii) establish- 
ment of a Central Eeserve Bank of India and connecting it with the 
different parts of the country’s banking machinery including indigenous 
banking (hi) enacting a special law for banlcing and (iv) regulation of the 
activities oi foreign insurance companies. All these questions will be” as 
briefly as possible dealt with in the following paragraphs. 

41. The question of introduction of the full gold standard with gold 
ciUTency is, to my Board’s mind, of the foremost importance. It is un- 
necessary to repeat all the arguments in favour of the proposition. It 
will suflice to lay emphasis on two important points. PirsOy. it is 
essential for the currency system of any country that it should enjoy the 
unqualified confidence of its nationals. The gold bullion standard is not 
expected to inspire such confidence. For centuries past silver has been 
looked upon by the Indian masses ns the main, if not the only, measure- 
end store of value. The wav silver has been going during the last few 
years has hopelessly shaken public confidence therein and this distrust is 
bound to be reflected in the ciurency system of India. The way to 
restoi’e it is to install gold in a concrete and ^^siblc shape in the place 
of trust so long occupied by silver. If paper is to be the only visible 
form in which value will be represented, as the gold bullion standard 
contemplates, the public confidence, instead of being restored, will be 
further undermined. Circulation of gold as the countr 3 *’s basic currency 
is, therefore, an indispensable necessity. Moreover, the introduction of the 
full gold standard is calculated to release for coinnae purposes the vast 
amounts of gold at present lying unproductive. Tlie effect of this will' 
be of immense benefit to the country ’s trade and industrv. 

• t 

42. Secondly, the main reason advanced against the adoption of the 
gold standard is that it wili increase much greater use of gold, which, for 
the maintenance of international equilibrium of value, must be economised. 
Consequent shortage in gold, it is argued, will make for reduction in world 
prices and thereby adversely affect world pi-nsperity. It is a matter of 
fact now that in spite of the laudable an.\-ieiy of the Hilton-Toung Commis- 
sion to pi-event any gi’eat depreciation in the price of silver, adoption of 
the gold standard in French Indo-China has con.siderab1y quickened the 
downward march of the price of silver. Nobody can guarantee that China 
will never go over to the gold standard, and when China takes that step, 
the efiects that are believed to have been avoided by stopping India from 
embracing the full gold standard are bound, nevertheless, to follow. 
That is to say irrespective of what India may or mav not do, use of gold' 
may be increased and world prices affected by forces beyond the control 
of the Indian people. It is, therefore, the duty of Government to take time 
by the forelock and without further loss of time satisfy the unanimous 
demand of the Indian public in this matter. 

4B. Iffie next point refers to formation of a Central Eeserve Bank. That 
a suitably-constituted Central Eeserve Bank is' a necessity does not admit 
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of doubt or differeuoe of opinion. Without it the credit machinery of the 
country cannot be properly reorganised. This Central Eeserve Bank will 
have to be at the head of the whole banking system. The bank, although 
it must work more as a Bankers’ Bank than otherwise, should have a few 
branches in provincial capitals or centres. The provincial branches should 
be connected with and should act as feeders to the joint stock banks and 
bigger indigenous bankers. These in tmm should be linked with co-opera- 
tive banks, smaller district shroffs and village mahajans. The banking 
system so constituted should be made to work like a similar system of 
waterways, the Central Eeserve Bank — ^the reservoir of national finance — 
acting as the main source from vhich finance should flow first to the pro- 
vincial branches and thence to the joint stock banks and city shroffs and 
later through the innumerable channels of co-operative banks, smaller 
shroffs and mahajans ultimately reach every nook and corner of the land. 
The life-giving finance that will issue from the central som’ce and will be 
added to from stage to stage Hy private finance will go coursing along the 
whole economic system of the country — irrigating, nourishing and develop- 
ing every form of economic enterprise. The main purpose of the Banking 
Enquiry Committee, in my Board’s judgment, is or should be to link the 
different parts of the credit organisation so as to secure the largest measure 
•of national economic benefit. 

44. It is not the place to go in detail into the entire question of the 
constitution of the Central Eeserve Bank, kly Board will, therefore, 
emphasise merely two points in this connection. Firstly, this bank should 
not be a shareholders’ bank. It may be established entirely on the basis 
of State finance or its capital may be drawn partly from the State coffers 
and partly by issue of guaranteed debentures. Secondly, the managing 
body of this bank must be truly representative of the interests of the 
Indian people. In the existing circumstances the only acceptable way of 
■doing so will be to provide that a majority of members of this Body shall 
be chosen by the Legislative Assembly .though such members need not be 
drawn from the .legislators themselves,. 

45. In the scheme outlined above, indigenous bankers have been given 
their due place. The conviction has steadily deepened in the minds of 
my Board that without the shroff being recognised as a necessary link the 
credit system cannot be complete. The Board are, therefore, of opinion 
that the proposed Eeserve Bank should give the indigenous bankers the, 
same facilities and concessions as to the joint stock banks. At the same , 
time it is necessary that the restrictions which may be imposed must take- 
into account the peculiar needs of these bankers. Eor this reason my' Board 
beg to recommend the following in this connection: — 

(1) There should be, along with a schedule of joint stock banks, a ' 

schedule of shroffs to whom certain recognised financial facili- 
ties should be given, 

(2) The shroffs who may ' conform to the standard fixed therefor 

should be included in the aforesaid schedule. , 

(3) The account' books of the scheduled shroffs may bb periodically - 

inspected by examiners appointed by the Central Eeserve 

Bank. 

(4) They should be allowed to carry on the business of commission’ 

.agents along with that of banldng. 

(5) They should be prohibited from trading on their bwii account.'- 



46. Until sucli time tis the Central Reserve Ranlc is estaDliSfied tue 
Imperial Bank will, of course, continue to function as before. Por this- 
period my Boatd have to Submit the following suggestions for the consi- 
deration of the Committee: — 

(1) The policy of opening branches of the Imperial Bank in' the 

mofussil should be discontinued. 

(2) Instead in principal centres of trade and agriculture shroffs of 

substance and credit should be appointed as agents of the 
Imperial Banlc, one in each place. It would be better if 
more than one combined to fonn into a firm. 

(3) These agents may be required to — 

(0 put a certain deposit with the bank as security. 

(ii) give a guarantee for a particular volume of business to be 
done at the place. 

(iii) submit to periodical examination of their transactions and 
accounts by the bank’s inspector. 

(4) These agents may be prohibited from — 

(i) doing any business banking or other with the bank’s money. 

(ii) keeping their own goods in the bank's godowm. 

(5) Appointment of these shroffs should be made in the first instance 

for a period of five years which may from time to time be 
renewed, though in case of fraud or misconduct their services 
may be dispensed with on shortest notice. 

(6) Godown should be opened b} the bank and put in cliarge of the 

agents. Godown-keepers may be appointed by the bank. 

(7) If the experiment proves to be a success, tJie mofussil branches 

of the Imperial Bank must be discontinued. 

47. kly Board are also of opinion that it will be necessary to pass a 
Banking Act for giving effect to the various recommendations made in this 
memorandum. This Act should include provisions presoribinc privileges 
and restrictions applicable to Indian and non-Indian banks and bankers 
on the lines suggested in the foregoing pages. 

48. The last important point to which it is necessary to direct attention 
relates to the position of insurance companies in India. It is impossible 
to exaggerate the importance of the part played by insurance companies 
in the field of economic development of a country. There are numerous 
ways in which they can make themselves useful to the community at 
large. By purchasing Government securities, loans of municipal bodies, 
railway stock and shares of industrial concerns, etc., notional insurance 
companies procure finance for nation-buildins de])artmcnts of the State, 
for improvement of municipal administration, for general industrial develop- 
ment and so on. The huge amount of money that these companies 
receive in the shape of premia must needs be employed for earning in- 
terest. Therefore, if such companies are owned and managed by the 
nationals of the country where they exist and carry on business, these 
various benefits will remain in the country and will be reaped by its people. 
On the other hand if foreign companies are allowed freely to establish them- 
selves in a country controlling a lion’s share of the insurance business 
without any statutory obligation or limitations imposed th'ereon, the moneys 
attracted, by tfiem will be regarded as so much wealth drained out of the 
country. 
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49. Therefore, the necessity of developing and strengthening nationni 
insurance companies cannot be denied. Where foreign companies reign 
supreme it is a well-nigh impossible task to help national concerns to 
develop and prosper. That is mainly the reason why in spite of the best 
efforts, Indian insurance companies have not made much head way. There 
is another point of view. In the existing conditions the interests of the 
investing public are net properly safeguarded by law. The public has no , 
means to ascertain the true financial position of a foreign company. In 
the most of the Western countries foreign insurance companies have to 
work under many hard restrictions. Under these circumstances it is very 
desirable that every encouragement and support should be given to Indian 
insurance companies and also that certain necessary restrictions should be 
put upon the activities of the non-Indian concerns. My Board have, 
thereiore, to suggest that (i) a non-Indian insurance company should he 
permitted to commence or can*y on business only after it has taken out a 
license for that purpose, (ii) license should be granted by a Licensing 
Board to be formed hereafter on the applicant’s conforming to the follow- 
ing among other conditions: — 

(а) It must pay an entrance and an annual fee, the scale to be fixed 

by the Licensing Board. 

(б) It must invest a certain reasonable percentage of its income in 

Indian securities and otherwise in India. 

(c) It must make a deposit with the Licensing Board before com- 

mencing business. 

(d) It must publish and file with the Licensing Board annual balance 

sheet in regard to its business in India. 
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No. 56. 

Xetter from the Secretary, the Northern India Chamber ®f Commerce, 
Lahore, No. F./32, dated 10th March 1930. 

I am directed to enclose herewith replies of this Chamber to some of 
4he points raised m the questionnaire issued by the Indian Central Bank- 
ing Enquiry Committee. 


I. — ^Industrial Banks and credit facilities for India’s main industries. 

(1) The present facilities only fall short of actual requirements by the 
amount which borrowers require in excess of their securities. In the 
opinion of this Chamber the banks give ample facilities, but it is found in 
practice that borrowers usually require a larger advance than their security 
warrants. 

(2) It is not thought that the financing of trade and business practices 
with which the Chamber has come into touch and has observed could 
be improved to any appreciable extent. 

(3) The rates of interest on loans and advances vary considferably with 
“the type of loan granted and? the security offered. 

Provided' the security is considered satisfactory no difficulty is 
experienced on account of lack of credit facilities. 

(4) ‘ Where' banks in India have not financed industries freely, it is 
because of lack of satisfactor}'. security. 

Financing of industries is possible under the present banking system, 
provided the necessary security is available. 

This Chamber is not in favour of trade banks. 

The term “Industrial Bank” is not understood. 

II. — Financing of Foreign 'I'rade. 

(1) The banks at present in existence are meeting all requirements. 

The merchants who are unable to obtain all the financial assistance 
“they need are not in possession of satisfactory security. 

(2) The various credit instruments in use are too numerous to be 
detailed here. 

Yes, seasonal fluctuations are apparent in the rates charged by banks. 

Export bills are readily discounted by the exchange banks. 

The exchange rates charged would appear satisfactory, 

(3-i) (a) Bonded warehouses lare already in existence at the various 
ports. 

(b) Complaints have been received that the rates charged by poid trusts 
for warehousing are higher than as charged elsewhere. 

(3-ii) The interests of traders and the public do not suffer, as thei’e are 
few defects in the present system. 

(3-iii) The banks at present in existence are meeting all requirements. 
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in. — Eegulatioh op Banking. . ' 

(1) The bookg of any bank should be open to periodical examination by 
• accountants appointed by Government. The cost of such examination 
might be borne by the banks. 

(3) In the opinion of this Chamber, the use of the word “bank” should 
be restricted under enactment of the Legislature. 

(4) No. 

(5) Foreign banks should be under the same restrictions as are Indian 
hanks. 

(6) This Chamber considers that in some respects the present posi- 
tion is not satisfactory. A great deal of harm has been, and is being done 
to banking in India by the tlotaliou of “mushroom” banks, usually pro- 
moted by Inen whose financial status is not of the soundest. There is also 
the question to be considered of banks floated with the best of intentions, 
but little experience. 

To effectively deal with the ‘mushroom’ banks, without in any way 
hampering or retarding the progress of other banks, is a question which 
.sliould receive close attention by the Banking Enquiry Committee. This 
Chamber has considered the matter in its various aspects for some time 
past, and it is considered that one of the first steps towards a solution of 
the problem would be to ensure, by legislation, that the promoters of a 
bank, and the qualifications of subsequent directors, be the holding of 
shares of the paid-up value of. say, Es. 20,000 to Es. 60,000 or more. 
Under present circumstances it is no uncommon matter for promoters to 
hold not more than 50 shares of the face value of Es. 50 each, on which 
perhaps only 500 or so has been paid up, which has conveniently been spent 
in “preliminary expenses”. In one case at least the total contribution of 
the promoters was, significantly, the equivalent of their travelling expenses. 
It is further suggested that the promoters’ qualifying investment should 
Uo held by Government in trust, in Government securities, and that all 
prelira in an* expenses should be paid by the promoters in the fii’st instance, 
to be recovered by them when the bank opens for business as a charge 
against the funds of the bank. 

With reference to authorised and subscribed capital, the average person 
in India is seldom able to distinguish the difference that exists between the 
two terms, and the Chamber is of opinion that legislation should be enacted 
to proliibit a bank being floated with an authorised capital of more than, 
say, ten times the amount of capital that has to be subscribed by the 
promoters before the bank starts work. 

It would appear that many new banks of doubtful pretensions deli- 
berately place their authorised capital at a high figure to mislead the public. 
During the last year for which statistics are available, of the 10 banks in 
British India which went into liquidation with a. total authorised capital 
of Es. 79,00,000, 3 banks with a total authorised capital of Es. 40,00,000 
had no subscribed capital. 

(7) The Chamber has no remarks to make, as so much depends on the 
kind of assets in each particular case. 

(8) Iniudicious management and dishonest practices. 

(9) If the position of a bank waiTanted an amalgamation or recon- 
struction, it should be done, and it is suggested that the Imperial Bank 
should assist, 

Voii. n 2 N 
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(11) This Chamber is not in favour of making any distinction. 

(12) It is not considered advisable that the stability of banks should bo- 
further protected by legislation. The present law would appear to be 
sufficient safeguard against unjust attacks, and the affairs of banks should 
receive as much publicity as possible. 

(13) Banks pay the same taxes as other companies, and do not enjoy 
any special concession. 

V. — General Banking organization and Money Market. 

(I) This Chamber has no suggestion to offer. 

(9) This suggestion is supported. One of the causes is that India is 
consuming more of her own produce than was formerly the case. 

(II) The relationship that exists between banks and the various classes 
of brokers is a very friendly one. 

(13) Banks have found the rriaintenance of their ovm godovms very 
successful in meeting the trade requirements of their constituents. 

(15) The Impeiial Bank has been very serviceable to the main industries 
of India, but it has not done an3'thing substantial which other banks would 
not have done or could do. 

(18) In the opinion of this Chamber, joint stock banks in India should 
be afforded similar facilities and concessions as are granted to the Imperial 
Bank. 
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No. 57. 

Letter from the Honorary Secretary, the Southern India Chamber of Com~ 
merce, Madras, No, G-.-4S2, dated the 17th May 1930. 

I am directed to submit hereudth the statement of written evidence of my 
Committee in answer to the questionnaire issued by you. 

Section I. 

1. My Committee leave it to the individual members to submit statements 
of the detailed financial requirements of the industries with which they are 
concerned. But they have no hesitation in saying that industrial finance is 
deficient in a high degree at present. There are no industrial banks as such in 
this Presidency ; commercial banlrs and private banlrers and money-lenders 
are as a rule reluctant to invest in any industry if they can help it even if they 
have confidence in the success of the industry ; Government loans under 
the State Aid to Industries Act are small and the conditions for grant are 
onerous and cumbersome ; and what finance is available for industries ’s the 
result of herculean efforts of company promoters. As a general rule the neces- 
sary worldug capital is lacking and the shareholders are anxious for immediate 
results. At this stage of India’s development the funds of industrial banks 
should be available to support the industries. At present certain industries 
depend for such finance upon the short term credit of the commercial banks. 
Commercial banks are, as a rule, unwilling to lend to industries. The Indian 
joint stock banks have their moneys fuUy employed in other directions. The 
exchange banks would not turn to the indigenous industries at all ; the 
Imperial Bank lends to European industrial concerns more freely but several 
of the Indian concerns which took the Imperial Banlc’s assistance have had 
bitter experience. 

2. Im'ports , — ^The following improvements in respect of financing imports 
can be suggested : — 

(a) The Custom House and Port Trust should accept in payment of 

assessment or deposit the cheques issued on approved banks and 
bankers. At present only cheques on members of the clearing 
house are accepted. This is a great inconvenience as several 
substantial banks remain outside the clearing house. 

(b) Pajunent of railway freight by cheque should be facilitated. 

(c) The up-country merchants mostly take goods on open accounts and 

rarely on hundis. Either the open accounts should be accept- 
able to banks as collateral or they should be converted into- 
hundis for discounting, 

(c7) Either a branch of a joint stock bank or a co-operative credit society 
or an approved indigenous banker should be available in all towns 
to collect hundis attached to railway receipts which are to be 
handed on payment or acceptance and which represent actual 
commercial transactions, 

(e) Public warehouses should be available in the ports from which im- 
ported goods can be released piece-meal on payment to the 
bank concerned. Too much of handling of goods by inter- 
mediate parties should be avoided. 


2 N 2 
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Export — 

(1) Warelionses to bo established in ail importain. towns where goods ean 

await a favourable Maiicet . 

(2) Apjwoved bankers to guarantee or accept hundis on goods in owikis' 

godowns or public warohonscs. 

(S’* Local markets to be organised in more ccnti'es with refei’ence to 
giading, standardised charges, dealings iir future, etc. 

Prorhictiov — 

(1) Co-operarivo finance and activities of non-c-edit sock tic.'- are more 

abnndanlly rc'quircd in order to mobilise and strengthen cottage 
‘ industries. There should be an nll-Tndia. federal organisation 
and depots in difforent ceirtres for .sneb non-credit societies so 
that their raw materials and rnannfactnrcd articles carr be harrcllod 
irrore economically. 

(2) Industirial banks are badh’ required. As tlroir experience hr the 

past has not been erreorrraging there ought to bo srriheient cn- 
conragoruerrt from Govenrnrmt. iir order to conjure tlienr back 
to life ; Govcrrrrnerrt gnararrtoo of intci'cst and Govenrmerrt 
loans arrd srrbscription for shares arc essential in tire earlier 
stages. The reserve firnds of foreign insurance companies and 
foreign bankers. Gorawnnient provident frrnd.s, employees' 
gratrrity funds of local bodies and qnasi-Govornmont institu- 
tioirs, etc., should be made available for the indnstrie.s through 
the industrial banlrs. Srrch hanles should either have brarrclies 
all over the corrntry or have systematic doaliirgs with commercial 
bardrs so that the facility of supply of advances on raw materials, 
etc., up to the stage of the finished article can be fully utilised 
rritlr perfect security. 7'he agricidtural or land mortgage banks 
and industrial bairlis rrray also open current accounts whose 
frrirds can be employed in agricultmal irrdrrstries in which quick 
irnrrovcr is a definite feature. 

3. The Lanlvllate in India is not a barornctor of the monetary conditions 
of the market at all times because the dilTereirt classes of banking institrrtious 
in the corrntry are not yet rrrndo parts of a general irronctary orgarrisation with 
the Imperial Bank or anj’ other Central Banldng iustitrrtion at its head. Now 
there is no systematic flow of fuirds from the Inrpcrial Bank to the johrt stock 
banks or vice versa according to .seasonal conditions. Tlio Barrk Rate cair only 
affect the market to the extent to which the public dej>cnd on the Irirporinl Bank 
funds directly or indircctl3\ Tliero is, therefore, a great variation in rates 
from one institution to another. Tire rate of interest jirevailurg in tire remotest 
parts of the country should have a definite rclationshipto the BankRate adopted 
for the time being. Tlio Reserve Bank or other Central Institution should have 
control of loanable funds in the country to tliat extent in order to create a 
healthy market for loanable capital. 

The interest rates in India are invariably as high as would have caused 
widespread protest and sustained agitation in England or United States. Still 
more and more money is required for investment in India and, as it is. any 
compact section of tlio banldng world, say the Association of Exchange Banks, 
can easily screw up the rate as they command a good portion of loanable funds. 
They do as a matter of fact use such opportunities fully for securing the advan- 
tage of difference in rates between England and India.' The rates are sometimes 
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uneconomic for mercantile transactions, and more so for industrial purpose, 
and in the result tlio industries in India are unable to attract sufficient capital 
unless there is an assured prospect of high and immediate return. 

• The remedj’’ lies in the first place in the efficient co-ordination of banldng 
institutions under the segis of a State Central Bank, in the multiplication of 
branches of joint stock banks if necessary with Government subsidy or 
patronage in the beginning, in the drawing of idl? capital into the vaults of 
banks, and in imposing statutory restriction on foreign insurance companies 
and foreign banks working in the countr5^ 

4. I<ong term deposits required for industries are lacking in the present 
banks : industrial enterprises are in their infancy and have to fight their way 
against vested interests. - Government is not actively sympathetic towards 
the promotion of indigenous industries ; the public are uneducated in the 
technique of investments and industrial life is only just commencing ; 
banks in India have general apathy towards landed properties and particularly 
towards industrial assets which have a relative value in going concerns ; 
the mdustries can exercise confidence only if tariff is sufficiently high to jjrotect 
them. Trade banlcs for particular sections of trade would be too susceptible 
to pame and to seasonal slackness and would not be as paying as other banks. 
Neither is there any great advantage to bs derived from them . 

An industrial bank in each province federated to an aU-India institution 
with a substantial share of State capital, vdth the advantages of Government 
guarantee of interest on it.'j debentures and preference shares, and working 
freely for industrial development tlirough associations of particular industries 
and provincial boards of industries may be said to bo od\’isable as broad 
features to be kept in mind for starting an Indu.strial Banlc for India. For the 
sake of security to its investments, the supervision of industries bj’- one of its- 
officers will be unobjectionable. 


Section II. 

Foreign trade is well financed by the exchange banks, but in certain sec- 
tions of export their funds do not reach inland beyond the port of shipment. 
In respect of imports their financial heliJ stops with the payment of the foreign 
drafts at the port. If Indian exporters are to be encouraged Indian joint 
stock banks should be helped to run exchange business by means of restric- 
tions on the operations of tlic present exchange banks and by allowing the 
Imperial Bank, when the Reserve Bank comes to bo created, to open exchange 
business. The exchange banlvs arc at present in a position to discriminate not 
only between exporter and exporter but between article and article and be- 
tween destination and destination. 

In order i'O encourage the use of bills the stamp duty on the usance bills 
should be abolished m the case of tliree months bills, and reduced by one-half 
in other cases ; the condition that a vernacular signature should be attested 
before a magistrate and other such restrictions are handicaps to the popularity 
of bills. 

3 (i). (a) Bonded warehouses would certainty be a great reh'ef to the com- 
mercial public f-s well as to the hanks. Warehouses may be conducted under 
license by railway companies, co-operative societies, banks and approved 
bankers, joint stock companies and private persons ; where the public or 
private bodies aie not fortbeoming to build warehouses Government would 
have to take i-heir place. The control and is.sufc of licenses for v/arobou.ses may 
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Tje vested in the Registrar of joint stock companies. The licensees of ware- 
houses should not do any other business or'follow any other profession ; they 
should make adequate deposit w^Th the Reserve Bank and submit periodical 
returns to the Reserve Banlc or Banldng Association or other authorities, who- 
ever may be exercising control over banks in the country. The rent, insurance 
and other charges of warehousing should be fixed by public regxxlation. The 
construction of warehouses should suit the nature of goods requiring to be 
warehoused in each locality. 

(6) Port trust warehousing is primarily for export goods only and accom- 
modation at all the ports is limited. Purther, storage at them is entirely at 
the oxvners’ risk. There appears to be no system of raising money on port 
trust warehouse receipts. Even in an important commercial port, like Madi’as 
this facility is not available. It is a serious handicap to trade and commerce. 
The conditions of warehousing should be made such as can be relied on by the 
banks for their advances on the goods. 


Section III. 

1. The audit and examination of bank accounts should be done by exami- 
ners appointed for the purpose. The financial position of the banks, the pro- 
Xjortion of fluid resources, the reasonableness of the reserves, etc., should 
be brought under their purview. They may be appointed by the governing 
body of the Reserve Bank or by an Association of Banlrers in the country. 
In order to prevent banldng crashes it is necessary that the banks should be 
required to insiue their oxvn stability with the Banks Association. There 
should bo disciplinary control over all banking institutions, and even private- 
firms and indixdduals doing regular banking business should be required to 
take out license and their accounts should also be subjected to periodical exami- 
nation and publication. 

These examiners should have the qualifications of public auditors holding 
unrestricted certificates and should besides have qualification of University 
rank in mercantile law, economics, public finance, and other commercial 
subjects. Then.’ cost should be met by Government in the Department of 
the Registrar of Joint Stock Compaiues. 

2. Some general restrictions as to examination and publication of accounts, 
proportions of reserve and paid-up capital, etc., prohibition of other business, 
and general control by the Banliing Association or Institute would be sufficient ; 
such detailed restrictions as on the nature of business to be accepted would be 
vexatious and may operate as positive discouragement to banking business in 
the country. 

3. The word ‘ bank ’ should be restricted to joint stock concerns and the 
word ‘ banker ’ to approved banlvers. 

The same control may be exercised on all banking business alike except in 
the case of foreign concerns working in India in whose case special restrictions 
are necessary. These latter banks should besides the restrictions imposed on 
indigenous concerns, be restricted as to investment of their funds, limits of 
foreign exchange business, publication of accoxints of business in India, admis- 
sion to the clearing house and so on. The Banking Institute or Association 
may be invested udth the authority to enforce such provisions. 

_4. The sphere of operations of the present exchange banks of foreign 
ori^n should be defined and limited. They should register their company in 
India, and provide local boards of directors ; 60 per cent, of members of the 
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Board should be Indians and 50 per cent, of the shares should be in Indian 
Bands. 

5. Foreign banks should also take out licenses. The Banking Association 
-or Institute should issue, renew or cancel such licenses. 

6. It would be best if banks were brought under a separate legislation 
other than the Indian Companies Act. The authorised capital and siibsoribed 
capital, and the subscribed and paid-up capital should have some definite rela- 
tionship. A given proportion of the annual net profits should be credited to 
the general reserve. The borrowings of the bank likewise should have a 
definite relationship to the paid-up capital. A reasonable percentage should 
n,lso be fixed for fluid resources. The balance sheets should show the advances 
in detail. 

7. It shoTild be the endeavoirc of Government and the public that liquida- 
tions should be avoided and amalgamations facilitated in their place. Assist- 
ance similar to that given to the Alliance Bank would have saved many an 
iostitutioD in the past and protected the interests of thousands of shareholders 
and creditors by preventing avoidable depreciation of the assets. In a 
particular instance the assets even exceeded the liabilities although there was 
no help for it to save itself from the consequences of an unexpected run. 

When weakness is suspected in a bank’s condition and a proposal for 
amalgamation is on hand or is likely to be taken up, a kind of temporary mora- 
torium must be permitted so that it is not open to depositors to withdraw 
the money straightaway and accelerate the failure. The declaration of a mora- 
torium even for the purpose of saving a bank from temporary panic is bound to 
have salutary effect as was evidenced by the action of the Government of 
Japan at the time of the Suzuki failure. 

, 8. The chief causes of failure iir the past were : — 

(1) Conduct of trade besides banking business. 

(2) Too many eggs in one basket. 

(3) Unrestricted loans to directors and their concerns. 

(4) Loose audit and loose control of banks under the Indian Companies 

Act. 

(5) Speculators and scare-mongers. 

Stricter control by Reserve Bank or Banlrer’s Institute or Association, stricter 
law and audit, and facility for help from Reserve Bank and for negotiation for 
amalgamation through the Institute or Association would improve the position. 

Section XV. 

1. A system of apprenticeship in all joint stock banirs to students of 
n,pproved institutions is advisable, blow only untrained men can be recruited. 
Foreign banks may be enjoined by statute to take Indian apprentices regularly. 

Section V. 

2. Indigenous banks should be licensed to act as acceptors or guarantors 
to the other banks ; they will work as their agents under prescribed conditions 
ior the purpose of remittance, deposits, collection, advances, etc. 

4. The Bank Rate cannot be effective in India unless the money market 
is so consolidated that money from the Re-serve Bank percolates through various 
institutions and readies to the indigenous banks in the remotest places. 
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No. 58. 

Letter from the Secretary, the Ahmetlabad Millowners’ Association, 
Ahmeflahad, No. S98-30, dated the 4th February 1930. 

With reference to the questionnaire of your Committee I have the 
honour to forward the reply of my Committee as under : — 

My Committee is particularly interested in the Indian textile industr}'^ 
and as such any observations that arc made herein may be taken as related 
to that. . 

I. 

Q. 1 . — In a cotton mill compau}' there is a large requirement both for 
block and working capital. At present this is financed mostly by the 
managing agents of the company and b.y public deposits. The experience- 
has been verj'- satisfactory so far. The financing by deposits is possible 
only on the credit of the agents. Hence if the agents are not very sub- 
stantial parties they are unable to obtain deposits. No banks giro long 
term loans or even any types of loans to such companies which though 
quite good have a capital debt and whose agents are supposed not to be 
very substantial partic.-^. Ahmedabad perhaps is the only place in which 
the industry runs on finances received from the public and managing agents 
without very little or no assistance from the banks. 

In the opinion of my Committee banks ought to come forward in 
taking up at least one-third of the block-account in debentures and to give 
freel}' on liquid assets with about 25 per cent, margin. Such advances 
should neither bo dependent on the -^.tanding of the agents’ firm nor on the- 
guarantee of the agents. My Committee feels that the banks in our pro- 
vince have so far failed to render any assistance whatsoever to the industry. 
On the other hand as far as Ahmedabad is concerned they have drained 
away large amounts obtained locally to the detriment of the financing of 
the local industry and trade. 

In certain cases where the mills are short of money they are obliged 
to rely on local shroffs than on the banks for a part of the working capital. 
But such loans obtained from shroffs are not adequate or substantial for 
this jmrpose. 

Q. 2 . — The raw material, that is, cotton, is being purchased by mills 
through cotton buying agents who temporarily finance it till the bales 
reach Ahmedabad and payments are made to them against railway receipts 
for such cotton. The manufactured goods, i.e.., yarn and piece-goods 
are generally financed by the piece-goods merchants who send the produce 
of Ahmedabad to the various centres of India on credit and realise their 
dues in course of one to three months. The trade would obtain much 
greater facilities if the banks were to come forward to assist the industry 
by accepting 30 to 90 days drafts as is being done by foreign banks who 
finance the import of foreign goods. 

In regard to stores and coal p)ayments are made by the mills after two 
to four weeks after' the delivery of tho goods. The banks can assist the 
merchants by giving them advances in such transactions. 

It may safely be said that very little cotton is sold in Ahmedabad as 
ready cotton. If better banking facilities are made available to upcountry 
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mercliants to enable them to send theii’ cotton to Ahmedabad or sale, 
Ahinedabad would become a big centre for ready cotton which would benefit 
the growers, pettj’- merchants, up-country traders and the industry alike. 
Mills which do not buy cotton during the season are very often forced to buy 
from Bombay with the result that unnecessary loss in railway freight, 
storing and handling charges is incurred. 

Local mills obtain deposits from the public at the rates varying from 
5 to 6 per cent. In few cases where loans or advances are being granted 
or made by the banks the rate of interest varies from 6^ to per cent. 
However, invariably such advances from banks are made only in cases where 
the agents are substantial parties and they guarantee repayment. The com- 
mission agents for cotton charge 6 per cent, interest for temporary finance 
undertaken by them. 

Due to lack of facilities mentioned above the expansion of the local 
industry'- has been restricted and other industries have not been started in 
Ahmedabad . 

The existing facilities to the public including banks and bankers 
for inter-remittance are very inadequate. Charges by way of exchange 
are ery heav}’’ and these can only be remedied by the expansioi'' 
of banking and inter-bank competition. A majority of those who 
consign various products upcountry do not receive payment on a D/P 
draft. Moreover, except to very good parties payments are not made 
against drafts but only on the advice of the draft having been retired by 
the party at the ofiSce of the bank through which the draft was forwarded. 

Licensed warehouses W'ill assist the trade greatly. It will afford good 
facilities to the petty and large dealers to hypothecate their goods with the 
banks. Arrangements for such facilities could well be made by Government 
or private agencies. TJie laffter could not possibly come forward unless 
Government takes the initiative and guarantees certain interest. 

Q. 4 . — ^There should be industrial banks under the control of and with 
the aid of the State with wide facilitie.s to borrow monej^s from Government 
or from a State bank. Under the present conditions industrial banks will 
not succeed without State aid. 


n. 

Q. 2 . — The Indian foreign trade — both import and export — is entirely 
dependent on foreign banks, while Japan, America, Holland, Prance have 
branches of their own Banks to facilitate their imports and exports. As 
long as India does not get similar facilities, Indian foreign trade is not likely 
to progress in normal growth and expansion. As the exchange banka 
have practically the monopoly of foreign trade they charge arbitrary rates _oi 
interest and exchange charges for negotiating drafts to and from India. 
When the discount rates of interest of the Bank of England may be very 
low the rate of interest charged by exchange banks on drafts continues to be 
high and to be usually 7 per cent. 


in, 

Q. 5. — ^Mj'- Committee Is in favour of licensing the banks and the 
authority for licensmg should be with the proposed Eeserve Bank of India, 
Q. 12 . — My Committee is in favour of certain measures being taken to 
prevent banks which are stable against unjust attacks made on them. This 
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can be prevented by taking effective steps to stop the abuse of bis^^rigbts by 
^ sliarebolder, which is not possible under the existing Indian Companies' 
Act. 

IV. 

Q. 4 . — Facilities for higher training outside India to bank probationers 
'and bank assistants in India will certainly be beneficial. But until the 
superior posts continue to be a monopoly of Europeans, Indians, howsoever 
trained and qualified they may be, are not likely to get opportunities which 
they ought to have. However, vdth a view to make a beginning in this 
direction, selected Indians in the service of the proposed Eeserve Bank of 
India and the Imperial Bank of India (so long as it continues to receive 
assistance from Government) should send a few of its Indian assistants 
abroad for training and these should be given important and responsible 
positions on their return, 

Q. S . — The prospects in India for Indian boys qualified and trained in 
banking in India and abroad are very poor at present. 

V. 

Q. 7a . — The cost of management can be reduced by Indianisationk 

76. The rates of interest on advances can be reduced by a discriminate 
and steady policy of Government borrowing both in India and in London. 

7d. This can be done by starting the proposed Reserve Bank of India. 

Q. 15 . — The Imperial Bank of India has been of little or no use in so far 
as the financing of the local industry is concerned. With its present cons- 
titution and outlook it is difficult to expect more from it. 

My Committee is strongl^?^ of opinion that the proposed Reserve Bank of 
India should be brought into existence as soon as possible. The State should 
keep its balances exclusively with the Banlc and none of the resources of the 
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No. 69. 

ietter from the Secretary, the Amritsar Piece-Goods Association, 
Amritsar, dated the 3rd April 1930. 

In response to the questionnaire issued by your Committee we take 
great pleasure in submitting our statement. The questionnaire is varied 
in scope and encompasses in its purview the multifarious activities of 
.banking in its various phases. We will not attempt to answer the various 
issues raised by it, but will try to deal with some points which, in our 
humble opinion, appear to us to be vital both to the banking and trade 
interests of the country, in general. 

We will first take up the question of foreign piece-goods and how it is 
financed. 

]3mmediately the goods are manufactm’ed, packed and shipped, the 
manufacturers or shippers negotiate their bills of lading and relative 
documents through then* bankers who discount or advance them a major 
portion of the value of goods covered by the documents and receive those 
documents for realisation. The importers, who have generally arrange- 
ments with some of the local exchange banks for loans, retire the same 
by depositing with their bankers from 35 to 40 per cent, (inclusive of the 
'Custom duty) of the value of goods. The goods are cleared and dispatched 
from the port through the agency of the financing bankers at the expense 
and risk of’ the importing firm. 

The drafts are generally drawn by the shippers subject to a rebate of 
'C per cent, while the Bank Bate of interest is about 7 per cent, plus one 
rupee per package per month godown rent. While the goods are lying 
stored in the ba^s, they are partly financed by the importing films and 
to the extent of 60 or 70 per cent, by the banlis. The dealers of the 
importers receive the delivery of the goods against full payment from the 
ba^fs. From thence the goods are financed by the whole-sale merchants. 
The mofussil shopkeepers then buy their requhements through the A.rtias 
•(commission agents) who finance the mofussil trade along with the local 
shopkeepers upto the last home, — ^the consumer of the goods. The rate 
•of interest charged by the Artias is 6 per cent. 

The Bank Bate of interest and godown charges on an average package 
•of Bs. 400 will come to about 12 per cent, per annum which is a prohibitdi^ 
rate. Instances may not be rare where the amounts advanced as Margin 
in the Loan Accounts have become “Loan” in the bazaar parlance, i.e., 
-they have been wholly swallowed up by the heavy bank charges. 

The Chartered, the National and the Allahabad Banlvs have formed 
-themselves into a trio of Associated Banks and their relations with their 
loan obligants are governed by set rules and regulations to which they 
aU mutually agree. This may account for difference in rates of exchange 
and other facilities at ports and those offered here. They do not finance 
Indian piece-goods. The Imperial Bank, however, advances on Indian 
piece-goods under certain restrictions such as the negotiation of drafts 
-through their own bank. This is practically of no great help to the 
■indust^r^^ or trade in general. 

. The banks do not accept in payment, at par, demand drafts in sterling 
on London of any other bank, against their bills receivable, although 
•exchange may have been booked expressly for the same before-hand. The 
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banks, although holding goods in account of their Indian constituents, 
consider themselves more the agents of foreign shippers rather than of the 
importers who are their clients. 

It will not be out of place to mention here that the banks, by reason 
of their tinancing capacity, hare captured the market. They enjoy an 
ascendancy over the importers and dealers and their control of the 
market lias resulted greatly to the detriment of Indian industiy 
and has been one of the factors responsible for the depletion of capital 
and the present severe economic depression in thd- country. The banking 
accommodation induces the importers, dealers and others to order their 
goods pell mell in quantities that far exceed the probable demands of the 
market. 

The market is thus very heavii}' flooded with goods. The purchasing 
power of the rvot ha* greatl3 decreased. These factors have worked a 
great economic havoc in the market and a depletion of capital therein. 

Considering it to be within the purview of your Enquiry Committee to 
fathom its causes, we may add this is due to the fixation of exchange at 
1/0 which greatly militates against Indian export trade. London being 
the Money klarket Ls. 13/4 for the sterling eannot permit of exports. 
Ike fall in Indian export trade is mainly responsible for the dormancy, 
stagnancy and deterioration of the Indian markets and the depletion of 
Indian capital which is greatly responsible for the throes of the severe 
economic depression through which the country is passing at present. 

, It may be suggested that to meet the point of heavy bank charges, the 
rate of loans should not be more than 6 per cent, and the system of bonded 
warehouses be introduced so as to relieve the banks from acting as godown 
keepers. A separate institution of bonded warehouse-men ndD create 
a healthy competition and be conducive to a better atmosphere. The 
godown rent should not be more than one pice per day per package. This 
will not burden the dealers so much. 

IVe will next refer to the co-operative banks. The prevailing impres- 
sion among the average depositors being that the co-operative banks are 
not only under the control of the Government, but that Government is 
responsible for their working and will be responsible for the safety of their 
deposits is one of the factors, responsible for their present working capital 
of 16*05 lakhs of rupees. This money was formerly held in deposit by the 
city shrofis or sahukars. Another factor, responsible for this diversion 
of capital into the co-operative banks are the fishing enquiries of the 
income-tax authorities to which the local shroffs and sahnkars are so much 
open. This money is now employed for advancement of loans to the co- 
operative societies or agriculturists, whereas, a large portion of it was 
formerly invested in the development of trade both in the urban and 
CLira! areas. 

While the co-operative movement has not been of much value to the 
agriculturists and has defeated its object by increasing the indebtedness 
of the peasantry (who now borrow both from the village sahukars and 
these banks, while formerly they borrowed from the sahukars onlv). it has 
materially affected the 'market very adversely b}’- diverting from it a large 
amount of capital available to the’ dealers at much easier terms and more 
conveniently than the conditions upon which it has flowed into the market 
through the channel of the exchange banks. 
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Out of a total of 19,462 societies the number of village credit societies 
IS 15,468. Their classification is tabulated as under in paragraph 20 of the 


Eeport on the 

working of 

the ' 

Co-operative 

Societies in 

the Punjab for 

the year 1929 

A 

B 

0 

D 

Unclassed. 

192S 

253 

2,246 

S,S79 

671 

2,265 

1929 

273 

2,253 

10,187 

799 

1,946 


Iiaspite of a large increase in the numerical strength of these societies 
the ratio of A and B class societies has gone down from 21 per cent, to 
18'0 per-cent. “Unfortunately the number and percentage of D class 
societies have gone up from 671 and 4-7 j^er cent, to 799 and 5'2 per cent.” 

The fact is “(that an old society alwajs tends to deteriorate ” and 

the tendency appears to be on the increase in D class societies which is 
regrettable. This may be accounted for by fall in exports, the higher 
standiird of living as a necessary corollary of the advancement of civiliza- 
tion and the general depression all over the countiy. 

IVe may now refer to the co-operative artizans’ societies. The Heport 
(cited above) sums np their worldng and progress as below: — 


1928. 


3 929. 


Xo. of societies . . 2S‘) 


''.'\'orking Papital . Jls. 6 lakhs 

Value of rasz mateiial 
advanced to members . P.s. 2’94 lakhs 
Value of members' goods 
sold .... 2'S9 lakhs 


"299 

6'7 lakhs. 

l'3o lakhs. 
l'3o laklis. 


‘“In comparing these figures, it should be borne in mind that those for 
1928 relate to a j^eriod'of 16 months”. 

The statement of the operations of the Co-operative Industrial Banlc, 
Amritsar, and the various unions at pages xxxu-xxvii shon s a total advance- 
I ment of loans made during the year to be Es. 1,72,157. 

The repayments or receipts from these loans dming the same period 
amount to Es. 1,53,542. 

Due to the difficulties experienced in the disposal of the products of the 
members, a depot was opened at’ Lahore, but “experience has not been 
too successful so far, and the position is being examined”. The Eeporfe 
further states that “the greater portion of any achievements must he put 
down to the Government supervising staff who have a very uphill task”. 

The immensity of so-called “achievement” to the credit of the -overn- 
ment supervising staff of this branch of the department will be readily 
realised when it is taken into considei'ation that the above volume of 
annual turnover has been accomplished with a working capital of 6-7 lakhs 
of rupees at an annual expenditure of about half a laldi of rupees met out 
of -the Treasury of the Government Exchequer. The cost of management 
of the various institutions and societies borne by themselves is extra. 

In this branch of co^-operatlon also the indebtedness of the members 
has increased and the members in general do not appear to bo in any wise 
better oft’ than non-members. 

It may be stated that with a working capital 6‘7 lakhs and a big 
organization of the size of the Government supervising staff, the public 
has a right to expect a turnover of not less than two million rupees a 
year. , . ' 
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generally a result of education, culture and other influences of civilisation. 
It cannot be found here to any appreciable degree as tbe people are mostly 
illiterate. Witb tbe development of indigenous insurance business, tbe 
pillars of tbe prosperity of a country, i.e., trade, industry and banlrinc 
will flourisb. 

Other causes which have drawn out capital from tbe trade and industi’j; 
of the country may also be stated. These are; tbe popularity of Gov- 
ernment; loans, tbe sale of Post Office Cash Certificates and the keep- 
ing of Gold and Paper Currency Beserves in England. 

Government loans are generally floated for large sums of money 
at very favourable rates of interest and are usually free of income-tax. 
Tbe public readily take advantage of investing all available funds in these 
loans as they ofier absolute security and save tbe investors from much 
income-tax botheration. Tbe investors also prefer to go in for these 
loans as they can be converted into cash and/or are accepted as gilt-edged 
securities by tbe banks who readily advance against them at low rates 

To the small investor nothing offers greater security and convenience 
than Post Office Gash Certificates. As they give adequate interest and 
can be readily encashed, they are gaining popularity. 

The third important factor is the keeping of huge sums of money in ’ 
Gold and Paper Currency Beserves in England. These are made available 
to English industry and trade at very low rates of interest, while the 
Government of India raises loans both in London and India at much 
higher rates. In this connection, it is suggested that these Gold Beserves 
should be kept in India in the State or Central Eeserve Bank (as the case 
may be) and made available for the development of Indian trade and 
industry. 

We further draw your attention to the operations of the foreign ex- 
change banks through which the entire bulk of Indian trade has fallen 
into the hands of non- Indian agencies. In the interest of India, its indigen- 
ous banking ought to be developed to the fullest possible extent so as to 
enable it to control its own import and export trade. We are not averse 
to the employment of foreign capital in the country but what we consider 
desirable, is that its banking should be improved so as to make its resources 
commensurate with the needs of its trade and industry. 

To achieve this end, Government ought to impose restrictions upon 
the working of all foreign insurance and banking companies, such as the 
registration of their capital m Indian currency here for their Indian- 
branches. Their working should be placed under the management of a 
majority of Indians in their directorate and as shareholders. 

The controlling authority should be a Central Board of banking repre- 
sentatives of the trade, industry and banking interests of the country. It 
should have a majority of Indians as members and a non-official Indian 
President. This Board should be competent to issue, renew and cancel 
licenses to do banking business in India. 

The term “bank” should be restricted to the joint stock ‘banks’ only. 

All banking institutions whether Indian or foreign should be required’- 
to obtain licenses for banking from the Board. This may militate against 
the worJiing of foreign banks here, but this will prevent further exploitation! 
of Indian agi'iculturist and trade, which are now, virtually controlled by 
foreign agencies. 
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At present there are no facilities afforded either by the Imperial Bank 
or others to train young men in banking. The Imperial Bairk tioeg not 
accept Indian young men oven with high academical qualifications as pro- 
baticners. As'there cannot be any other way of teaching thorough banking 
than by imparting instruction through practical experience, it is desirable 
(hat the Imperial Bank and other banks should entertain suitable yoimg 
men jiarticularlj from the mercantile community and train them in bank- 
ing. 

Qualified young men should be registered as members of the Indian 
Institute of Bankers and in higher services such members should receive 
preference along with those trained in India and holding degrees of Indian 
Universities. 

In the Punjab the staff of the co-operative banks is reciniited more on 
communal lines than on the qualifications and merits of the candidates. 

In fine, wc cannot refrain from expre-^sing our firm opinion that a solu- 
tion of the present severe economic depression, the ruin of indigenous 
industry and the collapse, deterioration and demoralization of the trade 
depends upon the findings and the suggestions of remedies by your Com- 
mitf.ee. 

We. therefore, strongly urge upon you the necessity of a favourable 
ccusideration of the facts laid before you and basing yoiur recommendations 
on the suggestions offered. 


1 
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No. 60. 

Letter from the Secretary, The Millowners’ Association, Bombay, No. 1053/ 
63 of 1930, dated the 19th May 1930. 

I am directed by the Committee of the Association to forward herewith a 
statement of their views in regard to section T of the questionnaire issued by 
tlie Indian Central Banking Enquiry Committee. 


The question of the necessity for a closer correlation between Indian bank- 
ing and Indian industries was never brought to the fore until the. Indian 
Industrial Commission deliberated on lack of credh facibties and suggested 
the adoption of certain measures calculated to remedy the deficiency. At 
page 178 of their Report, the3'^ saj’^ that, speakmg genera Ih’^, there is a comjjlaint 
that the existing banking system is too inelastic and is insufficient to meet the 
needs of the country, and that, in respect of industries, development is greatly 
retarded because the banks refuse to advance money for lengthy periods on ' 
the securitj’' of buildings and plant. The inelasticity of the bariking system 
referred to above arose principally from the restrictions placed by Statute, 
as in the case of the three Government Pre.sidencj’- Banlcs, against tlie giving 
of loans to industrial companies for capital expenditure. Though other banks 
are not under similar disabilities" conservatism and lack of initiative in the 
past may, perhaps, have been resjjonsible for their timidity to embark on the 
undei-Avriting of industrial capital or lending money on the security of indus- 
trial shares to amf grea t extent. It is natural that, tliough they may be willing 
and read}' to help industries, the comparntivedy graver hazards of industrial, 
as opposed to commercial hanking, have acted as a brake on their ability to 
aid industrial undertakings. 

This remains substantially true even io-day. 

This may have been justified in the earty da^’s of banicing in tins country 
when the need for the esf.ablishmcnt of confidence among depositors was verj'’ 
much greater than it is now, and wheir tire stage of dcveloj->ment reached by 
industrial undertakings maj’’ not have been such as to warrant a departure 
from the orthodox methods of banlcing business, pure and simple. But 
looking to tire position of the cotton and jute industries, these conditions 
carrnot be said to obtain any longer. The confidence engendered by their 
successful management over a long period of years has erreouraged the public 
at large to come forward and invest in these industries to an extent which 
firrnishes an unmistakable indication that Avere banks to seek to remedy the 
limitations imposed by their constitution, they could do much, by their initia- 
tive and enterprise in rrnderrvTiting industrial capital or liarrdling debenture 
issues, to advance the interests and strengthen the position of various industrial 
-concerns Avhich deserve sricLi help. 

The same lack of initiative has marked English barxicing even in the post- 
war period. Though the chairmen of the five big banks in England in their 
recent annual speeches repudiated the suggestion that the hanks had not 
granted sufficient facilities to industry, they Avere at somtj pains to point out 
that it was not the function of hanks to find the permanent funds required for 
capital expenditure, and that the quesfion of financial re- organization of parti- 
cular industries was outside the province of the banks. !l’his may be true of 
joint stock banks which cannot bo expected to finance long term business 

Von. II 2 0 
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with the short term deposits on wiiich they mostly rely for their profits. But, 
as deposit banks, any form of industrial banking would rot necessarily 
involve their tying up these deposits in industrial investments for an inde- 
fi-uitely long pei’iod. \Vhat is not generally realised is that German banks have 
of recent vears been developing vory much on the lines of the English deposit 
banlcs rvithout ceasing, however, to play a leading pari in industrial organiza- 
tion and issue business. 1 hero is no doubt that the German system has proved 
its value diuiug th“ difficult period of re-organization through which G'^rmany 
has been, and is still passing, and its recoveiw from the catastrophic deiwession 
of 1925-20 v/ould have been impossible but for tlie close co-operation between 
banlrs and industries. Tlie rcgiouping and rationalization of industrial units 
in many important industries have been undoubtedly due to banking initiative 
in Germany. 

The cotton textile industry in the Western Presidency, from its earliest 
beginnings, was founded and developed b}' individuals who raised the initial 
paid-up capital themselves, which was not even abraa^s sufficient to pay for 
the whole of the block account, but never made any provisioii for the working 
capital required. I heir oum credit, baclmd by the consciousness that the 
industry was laid on sound foundations enabled them to attract all the 
working capital they needed by fixed yearly depo.sits from the public. Ihe 
rate of imereso allowed to the public on their deposits vaiies from 44 prr cent., 
to about 61 per cent., being to a great extent, couditioned by the standing 
of the company and the stability of the firm of managing agents who have 
its direction. 

Generally, banks have withhold from advancing money on block even 
though it might be uncncumbei-ei. This is a handicap which scriousty ham- 
pers the growth of trade , and places a check on the possible realisation of profits 
from cheap buying of raw materials in a falling market. So long ns the industry 
continued to prosp'^r, no difficulty was experienced in raising all tjic working- 
capital requir‘='d, but as soon as trade depression set in and the mills wore faced 
with rising stocks and diminishing sales, public confidence, which had proved so 
reliable an asset iras lost, and a gradual -withdrav'al of deposits came to he made^ 

The high, rates at which Govornmoni have recently been borrowing money 
or long-dated Titasinj" bills have serioush’’ cuitailcd the mills’ ability to 
attract deposits. Government have competed vith banlc deposits and banks 
have had either to refuse to advance monoys to mill companies or to do so at 
enhanced rates of interest. 

The present system is thus in need of readjustment. It entails the neces- 
sity for mibs +o borrow money for worldng capital from banks on the security 
of stocks of ontton and cloth, both manufactured and in process, or by the 
deposit of gilt-edged securitier. These loans and cash credits are made for a 
period of ]? months with liberty to renoiv the loan thereafter. Where money 
is advanced on stocks, they are stored in mill godonms and returns thereof are 
furnished wef'kly or monthly by mills to the hanks. The usual margin allowed 
by banks is 20 per cent, against stocks in mill godowms and 40 per cent, again-t 
stocks in process. The cb’awback of high margins demanded by hanljs on loans 
against stoclcs in process and in godowns w^ould, it is submitted, be consider- 
ably mitigated if warehouse companies with largo capital resources, or the 
lines of those in America and Japan, ivere formed to take over stocks and keep 
them in their owm warehouses and advance moneys on them at an at>n-"''ciably 
smaller r.ate of interest. T'he .storage of cotton, etc., undertaken oy tnese 
warehouse companies in America on behalf of merchants, and the large faci- 
lities given to them in the matter of charges and ail incidental expenso 
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conuected with the storage have proved of considerable assistance in enabling 
merchants to move their stocks nnder conditions w^hich are not so onerous as 
those imposed by banks. 

Ihe rates of interest on loans and cash credits made by banks to industral 
concerns for working capital vary in proportion to the credit of the company. 
To concerns of established commercial repute and financial credit, the rate on 
loans is 'the prevailing bank rate, and the rate for cash credits is ^ per cent, 
over the bank rate, the latter licing subject as a rule to the application of the 
‘ half -interest clause’. Apart from Government and other ’ft ustee securities 
deposited wdlh banks, it is not uncommon for them to demand and obtain from 
mill companies the joint promissory note of the company and its managmg 
a'^ents, as collateral security for advances made . he mam burden of fiimncmg 
the industry thus falls on managing agents, and weighs especially heavily 
in times of difficulty and distress. 

It is a matter worthy of note that, in the w*orst ciisis that the industry has 
been known to have experienced, banks have lost little, whereas the losses 
incurred by managing agents have been enormous, as is evidenced from the 
following facts : — ■ 

(1) Managing agents’ firms voluntarily gave up Rs. 18-01 lakhs com- 
mission dming the last three j^ears ; 

''2'' In addition, agency firms incurred losses of Rs. 85 lakhs as a direct 
result of’ financing the mills under their control, exclusive of a 
further loss of Rs. 34 lakhs which is almost inevitable in respect 
of loans made by the agents to four mills which are now in liqui- 
dation ; and 

(3) No less than Rs. 200-7 lakhs of money _ advanced^ by managing 
accents had to be converted into capital following on capital 
reconstruction schemes of individual mills. 

In view of their losses, it would be obviously expecting the impossibility 
to insist on their financing the industry any longer without seriously impair- 
ing its position vis~ci’vis foreign competition and a high bank rate. 

The insistence by banks, in many cases, on obtaining the managing 
aeents’ guarantee in addition to the hypothecation of their stocks by Mill 
companies in order to seem-e advances for worldng capital has severely afiected 
their ability to continue to finance the companies imder their control, especial- 
Iv in view of the growing public distrust of industrial investments, inseparable 
from a period of financial stringency, when shyness of _ capital is markedly 
poticealfie. In many cases, it is well-lcnown that managing agents have had 
to borrow monev in order to lend it in their turn to the companies under tneir 


control. 

In considermg the best class of agency for the provision of initial and 
current finance for industries, the Industrial Commission debated two possi- 
biJities * (1) Industrial Trust or Financial Corporation, and (2, Industrial 

Bailies ' TOh regard to the first they observed, “it is, in its nature, too 
directly concerned in the success of particular unaertaKings to be a suitable 
instrument for the general advancement of industries, though a useiul agency 
for furthering particular industrial interests. The multiplication of concerns 
in anv industry to which it is already committed, will not be welcomed by it 
TMs was «aid in 1916. It is a moot point whether something could not be 
done to aid their estalilishment at the present juncture when national senti- 
ment is so evidently in favour of helping national industries. The Industrial 

2 0 2 



696 


Bank ”, they said, “ on the other hand, if ndsely conducted, is bcnefitted by an 
increase in the number of individual undertakings, and it can, to some extent, 
prevent their extension beyond the safety point.” Tliey were led to this 
conclusion by their examination of the material regarding the part played by 
banks in the* industrial development of Japan and Germany. 

On the question of the kind of business which an industrial bahlc should 
undertake, they say, ” an industrial bank rvith a sufficiently large capital to 
ensure its safe working must, at any rate for some time, combine ordinary 
banking business with its industrial activities to enable it to obtain a return 
on its capital ”. They furt.her lay down that “ the cleaT C.st possible distinction 
must be drawn between industrial finance and ordinary banking business ”. In 
this connection, they say, ” share and debenture capital and long term deposits 
may legitimately be used for the former jnirpose, but short term deposits 
never ; and any attempt so to omploj’^ them should be most strictly prohibited, 
if necessary by laAv ”. Their remarks on the constitution of such a bank will 
bear re-quotation in extenso, and we would refer the Committee to paragraph. 
291 of their Report. Lack of financial facilities, they go on to statn, is at 
present one of the most serious difficulties in the way of the extension of 
Indian iudu.-3tries, and that industrial banks, especially under the improved 
conditions towards which the measures proposed by them were intended to 
lead, would be a potent meaub of removing these difficulties and of affording 
help to industrialists. 

With reference to the need for Government assistance, at any rate in the 
earlier stages of its career, the Commission were of the opinion that the estab- 
lishment of industrial banks working on a]-)provcd lines was of sufficient 
national importance to Justify Government assistance. 

In any large scheme of industrial re-orgaiuxation or amalgamation, such 
as is contemplated by several millowners in Bombay, the establishment of 
Industrial banks on the lines indicated ])y the Industrial Commission would 
fulfil an important need of the liour in helping forward the successful inaugura- 
tion of such a scheme. 

Obviousl^q one of the most powerful weapons that can he used to overcome 
the obstacles that would arise would be the ])Ower to call in credits : and while 
this weapon may not be used in actual practice, the knowledge that it is held in 
reserve is almost always sufficient. In this cojincciion, it may he said that 
neitlier in England nor in Germany i.s it the function of the haiffis — ^who lack 
specialised knowledge of tlao wide variety of industries they Jna}" he interested 
in — ^to work out actual schemes of re-organization. They Van, however, 
bring pressure to bear on those industries which are in difficulties to initiate 
and carry through sucli schemes. In a period of industrial development and 
change, such as exists in the cotton textile and other industries, it is very 
necessary that every help should be afforded by those whose function it to 
grant credits to industry. 

If, as a Ijeginning, banks in India embarked on a more enterprising 
policy of recommending industrial investments to their customers, it would 
create the much-needed feeling of confidence among people who could thus 
he educated into parting Avith their hoardings and earn a higher return on 
their capital than what they usually obtain from Government securities or 
savings bank Deposits. Sufficient capital could he raised by the issue of 
shares and debentures to x)ay for the whole of the block account, and also 
to provide a certain amount of the working capital. Tliey should follow 
the system prevailing in Germany, where the issue market is very largely 



697 


controlled by bants, and where no important industrial issue has much 
chance of being successful unless it has their support. The general public in 
that country have been educated to expect the name of a substantial bank 
or syndicate of barks on an issue prospectus. The banks take full respons- 
ibility for their is.sues, and keep in permanent touch with the issuing 
companies, generally through repre.sentation on the Board. In England, 

* trust companies ’ and ‘ investment corporations ’ take the place of indus- 
trial banks in Germany. But they have not the same permanent interest in 
the well-being of their industrial customers, nor have they, for the most part, 
the standing and financial backing, to enable them to take anything approach- 
ing the share taken by leading joint stock and private banks in industrial 
finance in Germany. 

If a similar procedure were adopted by banks here, the general public 
would gradually come to learn to invest mainly through their banks who 
could be relied upon to give them sound advice, regarding industrial invest- 
ments. It would also material^ assist in bringing industrial concerns into 
touch with a wider public from whom thej' could obtain all their requirements 
in the way of current finance. Banlcs would thus be taking their proper share in 
the advancement of Indian mdustries along right lines. There is a potential 
source of rlanger, however, in that banlts would attempt to unload their hold- 
ings of unremunerativc issues on their clients, but it may be said vith confi- 
dence that banks, with their reputation to maintain, would be expected to 
scrutinise very carefully every industrial proposition brought up before them, 
and would assure themselves, in the case of particular industries which may 
he in difilculties, that thej’- have done everything ])OssibIe towards re- organi- 
zation before recommending investment to their clients. 

In conclusion, it may be said that the most important lesson to be drawn 
from the.'jo aspects of German bankmg is the value of an active mdustrial policy 
conceived on broad linss, and backed by the co-operation of banks. 
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No. 61. 

Letter from Jagmohendas J. Kapadia, Esq., Honorary Secretary, Tlie 
Bombay Sliareliolders' Association, Bombay, dated tiie 4tii April 
1930. 

I liave the honour to forward herewith my Association’s memorandum 
in regard to the questionnaire issued by tlio Central Banldng Committee. 

The delay in fom^arding the memorandum is much regretted. 


GENERAL REMARKS. 

Banking in this country requires careful consideration from various 
standpoints. The first and the most paramount necessity is proper legis- 
lation which would inspire investors, particularly small investors, with 
that confidence which is at present lacking, so as to make them invest 
freely in indigenous banks. The second point is to place certain restric- 
tions on non-Indian banks. The thhd point is the establishment of power- 
ful industrial banks under State control, supervision and assistance for 
the purpose of financing indigenous industries. A stable currency system 
and adequate banking education are also matters which deserve attention. 
We shall now proceed to deal with these points in some detail. 

I. — Industrial Banks and Credit Facilities for India’s Main Industries. 

1. The eNistence of industrial banks commanding large capital with 
a State guarantee behind them is absolutely essential in India particularly 
in connection with the floatation of companies undertaking to institute new 
industries for which joint stock banks are not likely to come forward with 
financial assistance. If necessary, industrial banks may from time to 
time advance moneys to old established industries also. 

2. The question of starting industrial banks under a special Act may 
also be considered. The State may reserve the right to recover ..out of 
future profits the deficit (if any) in minimum guaranteed dividends already 
paid. Ihe Comptroller of Joint Stock Banks, to whom reference has been 
made hereafter, should be one of the directors of such banks. Industrial 
banks should not be permitted to take current account deposits but they 
should only accept long-term deposits as the nature of their investments 
might warrant. In Japan the practice is to use current deposits only in 
financing of I'unning business on pure banking lines. Joint stock banks 
have within their province financed industries as far as loans for floating 
capital may be required but they cannot naturally be expected to supply 
block capital which may be lost in frozen assets. The proper machinery 
as above stated is the Industrial Banks for such purpose. In order to 
obviate any difficulty as regar&s the use of the word “bank,” the industrial 
bank may not be called as such. It may be called industrial corporation 
or syndicate. 

_ 3. In their memorandum to the Textile Tarifi Board the Bombay 
Millowners’ Association observed “banks in India will not lend money 
as they do in England to the mill company itself. They require not only 
the signature of the mill company for any loan made to the mill, but also 
require in addition the guarantee of the managing agents”. As against 
this the TariS Boai'd observe in paragraph 43 of their Report that the 
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evidence received was indefinite and that managing agents do not fully 
utilise the facilities v'hicli banks are prepared to offer owing to their 
unwillingness to hypothecate goods to the bank. We have no doubt the 
Central Banking Committee will go into this point fully. We are of 
•opinion that banks should advance moneys freely on the security of liquid 
assets so long as these assets are in themselves enough to constitute 
sufficient security in all respects without insisting upon the signature of 
the managing agents as collateral security. 

4. With a view to relieve the pressure of financial difficulties we suggest, 
at least in tliis Presidency, the establishment of large warehouse com- 
panies on the footing of those prevailing in .America and Japan. These 
warehouse companies will have to be started with substantial capital to 
command confidence of the banks as to the reliability of theh warrants. 
The starting of these warehouse companies would in a large measure, 
relieve the present difficulty, alleged to exist in the waj of 'mill finance 
and at the same time be of great assistance to other trades. It is stated 
that mill companies have to store a large quantity of raw cotton for their 
requirements for the year and that after goods are mads ready for the 
market, they have peilorce to hold some on in their godowns dming slack 
times. All this means locking up a very large amount of capital. In the 
United States of America and Japan this difficulty is obviated through 
the presence of large warehouse companies with which the manufacturers 
deposit botli their finished and unfinished stock against dockets or warrants 
issued l)y those companies on the Security of which banks advance money. 
The merit of this method is obvious. Here, though the goods are virtually 
hypothecated, the transaction remains a secret. If we, therefore, have 
similar arrangement in India, considerable difficulties in connection with 
mill finance could be obviated. The sentimental objection on the part 
of mill agents against the idea of handing over their warehouses in charge 
of banks in mortgage would be overcome and the loan raised by a more 
convenient method. The warrants being issued by substantial companies 
'minutely describing the goods which are actually stored up vdth them 
would naturally be easy of negotiation with the bankers. There is ample 
guarantee here as far as they are concerned that the description of the 
goods is correct. In this connection late Mr. B. F. Madon made a 
special point in his evidence before the Indian Textile Tariff Board before 
whom he described his experience of the warehouse companies in Japan, 
where according to him the system was in work and had giveir complete 
satisfaction (vide page 65, Vol. 4). This systelm of warehousing will also 
help importers of manufactured goods such as cloth, hardware, etc., which 
they may be obliged to hold on, after they have been cleared from the 
docks. Instead of storins- them in their own godowns, they would 
naturally store them in the godowns of these warehouse companies and 
get themselves financed on the warrants of these companies. Thus ware- 
houses in special centres of business, besides Bombay, such a^ Ahmeda- 
bad, Cawnporo, Calcutta, etc., would considerably facilitate finance in 
connection with imported merchandise also. 

5. The other remedy for easy finance is industrial co-operation under 
which an industry can purchase all its requirements at the most economic 
rates and arrange for credit and other facilities on wholesale footing. 

6. As regards special trade banks floated to finance special trades we 
are of opinion that they are not likely to be successful in the present state 
of development of trade and local finance. 
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II. — TnE CunuBNCY System. 

7, We are strongly of opinion that a perfect banting system must 
have" as a finn foundation a stable currency. It need hardly_ be stated 
that our currency system is very defective. We suggest that in order to 
arrive at as perfect a foundation as possible, a gold standard footing, as 
distinguished from a gold bullion standard is absolutely necessary for 
India. 

8. We are of opinion that the Imperial Bank .should be more rapidly 
Indianised. 


III. — ^Non-Indian Banks. 

9. In view of the fact that non-Indian banks collect deposits and carry 
on business in India it is essential in the interest of the public that they 
should be made to work under certain restrictions. We suggest that these 
banks should be made to obtain a license before commencing business. 
The non-Indian banks that are at present doing business in India should 
also be made to take out licenses wdthin a reasonable length of time say, 
six months from the appointed date. The license should be granted by 
the Government of India and the following provisions should have effect. 

(fl) The statutory restrictions and conditions with regard to prospectuses 
which apply to Indian banking companies registered under the Indian 
Companies Act should apply to non-Indian banks, as has been done in 
England by the New English Ccmpanies’ Act, 1929 [See part (iXII),] 

(h) Non-Indian banks should be required to file thcit balance sheet and 
profit and loss account in such form and containing such particulars and 
including such documents as may be required by the law governing Indian 
banks. If necessary, a standard form may be provided for them. We 
may point out that the New English Companies Act, 1920, requires foreign 
companies to prepare their balance .sheets in the manner prescribed by the 
said Act (sec section 347). We would add that this regulation should be 
compulsory in the case of all non-Indian banks and that under no circum- 
stances should an exception be made or allowed as is done at present by 
the proviso to sub-section (3) of section 277 of the Indian Companies Act. 
We suggest that non-Indian banks should be required to attach to their 
balance sheet a separate statement showing the business done in India. 
The balance sheet and the profit and loss account should be filed not 
only with the Registrar of the province in which the bank has its principal 
place of business as is at present required by sub-section (3) of section 277 
of the Indian Companies Act but they should also be filed with the Regis- 
trar in the province in which the bank in question has established a place 
of business. 

(c) Non-Indian banks should be required to file in India copies of 
mortgages and charges created by them with the Registrar in the province 
in which they have established a place of business, if such -mortgages and 
charges are under the Indian law for the time being applicable to Indian 
banking coi/ipanies required to be filed with the Registrar. 

[d] We suggest that special safeguards should be provided for Indian 
depositors in the event of winding up of these banks. 

10. We also suggest that the -provisions -rset out above should also 
apply to Indian banks registered outside British India so far as practicable. 
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IV. — Banking Legislation and Eegulation oe Banking. 

11. As joint stock banks are go-verned by the Indian Companies Act, 
some of our suggestions in connection with banking legislation and reguia*- 
tion of banking would necessarily involve amendment of tbe provisions o£ 
that Act though incidentally some of these suggestions may be also appli- 
cable to other joint stock companies. We have, however, confined our- 
selves to those important matters which, in their application to bankS' 
require immediate and special consideration at the hands of the Committee. 

12. In our opinion there should be proper banking legislation. The' 
same may be incorporated either in the Companies Act or in a separate 
enactment. We would prefer the former course. The main object of this 
legislation should be to inspire public confidence in our banking institu- 
tions and put heart into the investors, small and large, to go and put 
their money into banks. Confidence being most essential to banking, no 
banking system which does not command the confidence of the investing 
public can record healthy progress. This aspect has been emphasised over 
and over again by eminent Indian leaders like Lala Lajpat Eai and recognis- 
ed Indian experts like Sir Dinshaw Wachha. The annual market report of 
Messrs. Premchand Eoychand & Sons for 1929 refers to a circular issued 
by a Provincial Banking Committee in which emphasis is laid on the 
importance of this point in the following words: — 

"No banldng system, however, can ever be fully successful except 
by individual endeavours. Besides the people generally 
should have faith in it as otherwise it will be unable to attract 
the people’s money. And a whole series of bank failures in 
the past have diminished what faith there previously was. 
The result is that the Indian capitalist, whether large or small 
is unwilling to invest his savings in indigenous banks’’. 

"The second problem for solution, therefore, is how to create the 
required faith in a banking system and thereby induce the 
people of India to transfer their idle capital to active use in 
the banks". 

We, therefore, hope that the subject of banking legislation and regulation 
of banking will be approached by the Central Banking Committee from the 
standpoint of establishing confidence in the investing public in indigenous 
banks. 

Two important factors which would be conducive to this confidence are 
(1) publicity in and (2) control over the affairs of joint stock banks. Our 
suggestions are formulated with these objects in view. 

Memorandum of Association. 

13. We strongly urge that banks incorporated under the Act must be 
strictly restricted to legitimate banking business, unless they are industrial 
banks. The tendency at present existing in certain quarters to introduce in 
the objects clause of a bank’s memorandum of association multifarious 
objects should be strongly put down by legislation. We give in appendix 
A annexed herewith a few examples of this vicious practice taken from 
the memoranda of association of some of our joint stock banks to which- 
particular attention is requested. 

We would point out that the memorandum of association of the 
Sholapur Bank one of the banks referred to in the appendix came under 
.•judicial notice very recently in the case of Govind v. Banganaih {32 
Bombay Law Beporter, page 232). The learned Chief Justice referring to- 
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sub-clause (F) of tlie said memorandum observed “as regards sub-clause 
(Jfj which runs ‘Generally to transact any business of a merchant or 
capitalist either as principal or agent’ this is obviously too wide, and would 
have to be cut down to conform with the main objects of the company’’. 
In paragraph 46 of his judgment His Lordshij) further observed "Pools 
cannot wholly be protected from the noles of company i3romoters and 
agents, but the path of the latter may be made more difficult by the Legis- 
lature, and particularly so in a case like the present, where, thanks to the 
managing agents and the directors, the expressed objects of the company, 
vi^., to encourage the habit of saving money and to facilitate small but 
safe investments, have been steadily falsified in actual practice’’. 

On this point wo would also quote the following passage from the 
report of the liquidators of the Alliance Bank of Simla Limited : — 

“We have endeavoured in our report to trace the history of the 
bank from the time when the policy of the association with 
the firm of klossrs. Boulton Bros., was first adopted, for it 
was the impossibility of reconciling this policy with legiti- 
mate banking business that caused the destruction of the 
foundations of the bank’s jjrospcrity and brought about its 
ultimate ruin’*. 

By legitimate banking liusiness we mean : — 

Lending money on short accommodalcion as against permanent or long 
term loans, discounting of bills of exchange payable within not more than 
six months, issuing of drafts, letters of credit, circular notes, accepting 
bills on behalf of customers which are drawn on ’the security of letters of 
credit, receiving of deposits and current account and honouring cheques 
drawn on them, receiving of valuables and security in safe custody and 
collecting dividends and interests on the latter, acting for customers in 
all matters of finance usurd with bankers, buying and selling stock exchange 
securities cn behalf of customers making periodical payments for customers, 
to clubs, charity funds, life companies, etc. 

We submit that banking business should be defined by the Legislature. 
The Registrar should be authorised to refuse to register companies as bank- 
ing companies whose objects do not satisfy the requirements of the defini- 
tion. We would point out to the Committee that some years ago the 
Government of India consulted public bodies with regard to certain points 
relating to banidng legislafion; one of the points referred to the placing of 
restrictions against banks taking up business outside that of banking. The 
-commercial community was almost unanimous in giving the aforesaid 
power to the Registrar. A resolution to that eflect was also passed at the 
9th Indian Industrial Conference held on 25th December 1913. It also 
appears that in 1914 an informal conference was convened by the Bombay 
Government at which the Hon’ble the Advocate General, the Registrar and 
representatives of local Chambers and Associations were present; this 
conference also came to the conclusion that the Registrar should be granted 
the power referred to above. 

Articles of Association. 

14. There are various points connected with articles of association of 
banks which we take this ojiportunity to bring to the notice of the Com- 
mittee. so that they may be dealt with, . They are as follows :-r- 

(1) Indemnity Clause . — A clause is usualy inserted by which directors, 
■auditors and officers are exempted from all liability for negligence unless 
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the same is caused through wilful default or dishonesty. This clause' has 
been held to be highly undesirable by the English Company Act Amend- 
ment Committee and in the New English Companies Act of 1929 the same 
has been declared void. Wc would like the same course to be followed in 
India where this article has also done considerable mischief as mil be 
noticed from the following passage from the joint opinion of several counsels 
who were consulted regarding the affairs of the Alliance Bank: — 

“This article would protect any Director who did not actually act 
dishonestly and, therefore, prima facie any of them connected 
with the iirm”. 

In the case of the Sholapur Bank already referred to, the learned Chief 
Justice of Bombay observed as follows in regard to indemnity clauses 
appearing in ai-ticles of association: — 

“I would also like to add that in my opinion this appeal shows the 
desirability of some amendment of the Indian Companies Act 
1913 so as to nullif} * * if * 

nullify the wide indemnities given by such articles of associa- 
tion as articles 98 and 99 in the present case. In this connec- 
tion I would draw attention to section 152 of the New English 
Companies Act, 1929, which in effect makes articles of that 
nature void.” 

(2) Rights of Members. — ^There are clauses in banks’ articles by which 
a shareholder is prohibited from voting or exercising any rights of member- 
ship if he happened to owe to the bank any money whatsoever in whatever 
capacity. In our opinion, this prohibition should be restricted to moneys 
due on calls only. 

(3) Bank’s Lien on Shares. — ^Articles usually give banks first and para- 
mount lien on their shares for any money advanced or any debt due. In 
our opinion this article hampers financial facilities on the bank’s shares. 
We would, therefore, suggest that the lien should be confined to unpaid 
■calls only. 

(4) Call Notices. — We suggest that it should be made compulsory that 
for a call at least two months previous notice in miting should be given. 
Call notices by mere advertisement should not be considered sufficient. 

(5) Closing of Transfer Books. — ^Closing of transfer books should be done 
by a previous notice only for which some reasonable period may be provid- 
ed. 

(6) Transfer. — ^Articles generally reserve power for directors to refuse 
to register a transfer of either fully or partly paid shares without giving any 
reason. It is noticed frequently that a very wrong and arbitrary use is 
made of it in the case of fully paid shares. The shareholders’ redress at 
law here is almost illusive as is proved by the decided cases. We are 
for total abolition of this power in respect of fully paid shares. In support 
of our contention we may point out that clause 20 of Table (A) of our Act 
and regulation 10 of the Imperial Bank of India Act do not authorise 
refusal of transfer of fully paid shares. 

(7) Borrowing Powers. — Borro’ndng powers of directors as set out in 
the present' articles are very wide. They authorise the mortgage of unpaid 
ctipital. In our opinion some statutory restrictions here are necessary. 
Mortgage of uncalled capital should be entirely prohibited in case of bank- 
ing companies. 
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(8) Notices of General Meetings. — The present practice of giving' 7, 
days’ notice of general meetings malies it impossible for shareholders to- 
inspect the share register, to obtain proxies, and otherwise take effective 
action at meetings. The share register being generally closed during the 
interval between the balance sheet and the meeting, its inspection is not 
possible under the law. No doubt the bank will give a list of shareholders 
but that means delay which in the case of big banks is very great. Again 
India is a country of distances. We, therefore, suggest that the legislature 
sliould provide at least three weeks’ clear notice during which time banks- 
should not be permitted to close the share register. On many other occa- 
sions also 7 days’ notice makes it impossible for a shareholder to take- 
action, c.g., where he desires to move a resolution or amendment for the 
appointment of a new auditor, or a new director in place of the retiring 
director, in which cases generally 14 to 10 days prior notices respectively 
are required. V/e may further point out that all mattei's other than those 
set forth in the original notice constitute special business according to 
most of the articles of association and require a special notice before they 
can bei brought forward at the meeting. The giving of such notice becomes- 
an impossibility when the original notice of the meeting is of a short dura- 
tion of seven days only. The result is that supplementary business, how- 
ever urgent or important, cannot be brought forward before the meeting. 
We, therefore, suggest that provision should be made by law permitting the- 
bringing up of supplementary business at ordinary general meetings by 
short notice which may be given by the bank by advertisement only. 

Subject to what is stated above notices of general meetings through 
advertisements in substitution of those by post should he entirely prohibit- 
ed as provisions to this effect are to be frequently found in articles of banks. ■ 
The notice in our opinion should be given to all shareholders resident in’ 
India, including those of Native States and articles to the contrary should 
be prohibited. In England notices are sent to all shareholders resident in 
Great Britain. 

(9) Meetings: («) Supplementary Agenda: — ^We have made remarks- 
on the point under the heading of "Notices”. 

(6) Adjournment of Meeting. — The Chairman should not be given any 
discretion if the meeting by the majority -of those present decides upon an 
adjournment. This is what clause 64 of Table "A” provides, but articles 
of many banking companies are so framed as to give option to the chair- 
man on the point. 

(c) Proceedings of Meetings. — ^Frequently banking companies insert 
articles by which the chairman is made the sole judge of the validity of 
every vote tendered at the poll. This in our opinion is an undesirable power. 
Another article in the same connection also provides that the .objection as 
to the legality of the vote should be raised at the time of the poll. This 
operates harshly as in many cases it is impossible for a shareholder present 
to be aware of the validity or otherwise of the votes tendered by the other- 
shareholders. There is no reason why his legitimate right to object sub- 
sequently to invalid votes should be taken away and the jurisdiction of the 
court thus ousted. In our opinion both the articles aforesaid amount to a 
denial of justice. 

Articles of banking companies -generally contain a clause prohibiting a 
member from being present at or voting at a meeting unless he has been 
possessed of the shares for a certain period prior to the meeting -which 
period generally ranges from two to four months. We are of opinion that 
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ihis period should not exceed sis weeks. So far as we understand the 
-object of the provision in question is to prevent a new shareholder from 
registering himself as such merely in view of the meeting. If that is the 
object the clause should be restricted in its operation so that it may nob 
prevent an existing shareholder from voting in respect of shares registered 
in his name within the period fixed. 

Again some safeguard is required against directors unduly prolonging 
■registration of transfers with a view to bring a shareholder within the 
-operation of the clause in question. We suggest that some period should 
;be fixed within which the directors should be made to register transfer 
■deeds. 

The general form of proxy should in our opinion be prohibited entirely. 

In the case of many banks clauses are inserted to the effect that if a 
resolution passed by directors and notified to the members in the usual 
manner is ratified and confirmed bj^ the members by a prescribed majority, 
it shall be as effectual as a resolution of a general meeting. In our opinion 
it seems hardly necessai'y to emphasise that such a provision is most un- 
•desirable in case of banking institutions seeking as they do to deprive share- 
holders of meeting and exchanging views and then arriving at a decision 
which is the basic principle on which the organisation of joint stock com- 
panies rests. 

We have thus briefly tried to portray the various undesirable features 
•of the above mentioned two important documents which form the charter 
and regulations of joint stock banks. They should be eliminated in order 
to inspire greater confidence. It is a sad commentary that shareholders 
who are the real proprietors of the bank are by means of these manipula- 
tions made at the instance of promoters deprived of effective control over 
the affairs of the bank. 

We further suggest that banks being peculiarly situated as institutions 
of public utility should be required to furnish copies of memorandum and 
articles of association to any member of the public on payment of the 
prescribed fee. 

Audit and Examination of Bank Accounts, 

15. We are in favour of audit and examination of bank accounts by 
-examiners. We suggest that an officer called the “Comptroller of Banks” 
should be appointed in each province whose function should be to exercise 
special supervision on the working of joint stock banks including British 
and foreign banks. He should have powers of inspection. Examination of 
hank accounts should be earned out under the supervision of his depart- 
ment. We are of opinion that this reform will go a long way in restoring 
confidence atmong the investing public. There will accrue two distinct 
advantages, viz., (1) the malpractices, frauds, etc., will be brought to light 
without much loss of time and at the same time it will be easy to 
deal wiUi offenders and (2) the original books of account of branches 
which the auditors appointed under the Indian Companies Act are not 
bound to check will come under the comptroller’s examination in each 
province; whatever regulations are framed in this behalf must be appli- 
•cable to foreign banks also. 

t 

The tuords *Bank’ and ’Banker’. 

16. We are of opinion that the use of the words ‘bank’ or ‘banker’ 
•should be restricted to companies - doing banking business and registered 
under the Indian Companies Act or similar other enactments. 
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Private limited banhmg companies. 

17. In case of private limited companies doing banking business there 
is no reason why their balance sheets and accounts should not be filed 
with the Begistrar and be open to public inspection. "We have suggested 
prohibition of the use of the word ‘bank’ in case of private firms or partner- 
ships and it -would be inconsistent with that suggestion to allow a private 
partnership to use that word under the garb of a private limited company 
and call itself a ‘bank’. We would go further and say that the various 
exemptions and iwivileges allowed by law to a private limited company are 
inconsistent with a private limited company doing banldng business and 
using the word ‘bank’ in its name. 

Subscribed and paid-up capital. 

18. We suggest that no banking company should be allowed to proceed 
to allotment until at least half of its authorised capital is subscribed. We 
further suggest that 50 per cent, of the subscribed capital should be called 
upon within a year. 

Depositors representation on the Board. 

19. We beg to suggest that representation of depositors should also find 
a place on the bank directorate as in the case of insurance companies where 
policy holders’ directors are now so familiar. Legislation should make 
this compulsory. 

Management of Banking Companies. 

20. We are of opinion that the managing agency system os applied to 
]oint stock banks is as undesirable as it is unwarranted. In the ordinai’y 
course of things firms of managing agents are interested in a variety of 
concerns. The temptation on their part to lend out money to concerns in 
which they are so interested or to sink large capital in one single industry 
with which they are closely connected is very great. Their interests being 
largely in conflict with their duties here, these advances are not made after 
carefully calculating and weighing the security involved as they should be 
and as a result disaster is provoked. 

In our opinion the affairs of banking companies must be managed 
either by a manager or by a managing director; he must be a full time 
servant of the company and should not be interested in other concerns. 
The term of office of the managing director or the manager should not 
exceed a stated period after which he may be appointed by the shareholders 
in general meeting. Notwithstanding anything contained in the contract, 
the managing director shall be removable from his office in the same manner 
as any other director. In the event of his censing as a director, his con- 
tract with the company should cease to have effect. Similar provisions 
should have effect in the case of a manager. 

Loans to Directors. 

21. We are strongly of the opinion that loans (either vdth or without 
security) to directors, their firms or joint stock companies in the managing 
agency of which they are partners or with reference to which they are acting 
as managing directors should be absolutely prohibited. In support of 
om- view we would invite the Committee’s attention to some startling facts 
brought out in liquidations of banking companies. The report of the 
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liquidators of the Burma Bank shows thaat “the bank was used practiGall7 
entirely for the purpose of the dnectors Messrs. Mower and CliSord in the 
financing of their schemes”. The report of the Committee of investigation 
appointed by the creditors of the Alliance Bank shows that "as soon aS 
Boulton Bros, came on the scene with controlling influence, a vicious circle 
of group companies was formed which dragged the unfortunate bank to 
destruction”. The report further states “within the short period of seven 
years of their entrance nine chief satelHtes of the group sucked the life blood 
of the bank. Messrs. Boulton Bros, and the companies under their control 
managed in the brief space of time to deplete the financial resources of 
the bank to the extent of a little more than four crores of rupees upon 
securities which were for the Imost part of a hazardous nature.” Befen’ing 
to the Peoples and Aknritsar Banlrs the Controller of Currency in his report 
for the year 1913-14 observes as follows: — 

“Moreover the auditors report disclosed that, apart from the fact that 
half the assets of the People’s Bank and two-thirds of the Amritsar Bank 
were laid up in various companies in which the Directors were personally 
interested, it was a eommoii practice 'for one of the banks to advance money 
to the second on the security of the shares of a third, while the third ■ 
concern would similarly advance money to the first on the security of the 
shares of the second”. Mr. Pindlay Shirras the late Director of Statistics 
in his memorandum to the Industrial Commission referring to the People’s 
Bank observed “out of the total advance of Bs. 1,07,09,000-14-1 we find 
that no less a sum than Bs. 71,72,637-13-1 has been advanced to companies 
or other concerns in which certain of the Directors of the bank have been 
interested either as individuals, directors or as joint borrowers”. 

The reform which we have advocated above is of the utmost importance 
in the interests of independent, healthy and efficient management of 
banking companies inasmuch .as their afiairs are under the law to be 
managed by their directors. 

In the event of our proposal not finding acceptance at the hands of the- 
Committee we would suggest the following alternatives: — 

(a) That advances to bank directors or agents on the security of 

shares of companies in which they are managing directors or 
managing agents should be prohibited. In our opinion the 
affairs of the Alliance Bank, the People’s Bank and the 
Amritsar Bank very strongly emphasise the necessity for this 
prohibition. 

(b) That loans to directors personally should be strictly limited 

and should in no case be advanced except upon proper 
security. 

(c) That in its balance sheet, the bank should disclose specifically 

and separately the loans advanced to each director personally 
and should state whether in each case they are good or not.' 

(d) All advances made to each joint stock company in which any of 

the bank’s directors is a member of the managing agents firm 
should be separately shown 

(c) No director should be allowed to be present at the Board 
meeting when any contract or arrangement in which he is 
directly or indirectly interested is under consideration by 
the Board. We imderstand that such a provision exists in the 
case of one well-known Indian joint stock bank. We also 
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’understand that according to the bye-laws of the Imperial' 
Bank, no Governor or member of a local Board is allowed 
to sit, judge or vote on any matter coimected with any 
business of the bank in which he is personally concerned. 

t(/) Loans to directors *or their firms repaid during the year should 
be separately shown in order to deal with the gentleman who 
owing money on 30th December repays it and borrows it 
again on 1st January. 

Loans on the banks’ shares. 

22. We suggest that banks should be statutorily prohibited from ad- 
vancing loans on their own shares directly or indirectly. There have 
been cases of abuses on this point. We cite only two instances, viz-, 
ithose of (a) the Credit Bank, (b) the Pioneer Bank. In the first case out 
of the sum of rupees ten lakhs shown as paid-up capital, more than half 
had been paid out of the moneys of the bank, the system being to allot 

• shares to persons of little or no means and to advance to such persons 
the full value or nearly the full value of the shares so allotted. In 
the second case the figures were still more remarkable, 65 per cent. of 
the so-called paid-up capital having been provided out of the money of 
•the bank. The fact that many articles of association of banks contain 
this prohibition would also show that it is a very desirable provision. 

Loans to Andiiors. 

23. We suggest that banlvs should be prohibited from advancing 
money to their own auditors in order to avoid scandals of the type which 
were brought to light in the case of the Bengal National Bank: The 
peculiar position occupied by auditors makes it necessary to prohibit such 
advances on general principle of public policy. 

Advances without sccuriiy. 

24. Wo further suggest that advances to an individual without 
-security should be prohibited. 

’Purchase of immovable -properUj- 

25. We suggest that purchases of immovable property except for the 
bank's use or in realisation of its dues should be prohibited and in the 
latter event retention should only be for such period essential to recover 
the bank’s dues. 

Investment in shares and debentures of joint stock companies. 

26. We are for total prohibition of investments by a bank in shares 
■and debentures of joint stock companies. In our opinion this would come 
within the legitimate sphere of industrial banks. 

We suggest that in any event investments in joint stock companies in 
which the bank’s directors are interested should not be allowed. We are 
forced to make this suggestion in view of the disclosures made in ^he 
case of the Alliance Banlc and the Bank of Burma. In the 
former case nearly 90 lakhs were locked up in shares of -companies in the 
T^oultcn group and were disguised' in tbe balance sheet under the heading 
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of “Govei’Braent papers, debefltui'es and other stocks”. We also suggest 
that banks should in no case be' allowed to invest in shares of those 
•companies which are not quoted on a recognised stock exchange. 

Restriction on long term credits. 

27. We suggest that according to the principles of modem banking, 
joint stock banks should be prohibited from utilizing their funds in 
.advancing money on longi credits. This point is sufficiently emphasised 
•in para- 289 of the Industrial C!ommission’s Eeport. 

Meetings of Baiiks. 

28. We suggest that in case of banks the ordinary annual general 
^meeting should for the purpose of computation of time be distinguished 
from the extraordinary general meeting by legislation. We further suggest 
an this connection that the. annual general meeting to pass balance sheet, 
Accounts, etc., must be held not only once at least in a calendar year 
"but also not later than 12 months from the holding of the last annual 
■general meeting instead of 15 months as at present provided. 

In our opinion the present facilities to shareholders for calling a meet- 
ing by requisition are inadequate. The law requires such meetings to be 
called by the holders of not less than 1/lOth of the issued share capital- 
•of the bank upon which all calls or other sums then due have been paid. 
Experience has shoivn that it is impossible in many cases to exercise 
this right. We do not see why a simple operation such as the calling of. 
a shareholders’ meeting should require as a condition precedent such a high 
proportion of the holders of shares. We, therefore, suggest that this pro- 
portion should be substantially reduced. 

Votes. 

29. Experience has shown that employees of the bank are sometimes 
used as nominees to attend bank meetings and vote under the garb of 
sharehplders. This should be stopped; a penalty for both the transferor 
and transferee may also be prescribed where it is proved that t.he employee 
is not a bona fide shareholder- 

Inspection and Audit; Sections 138 and 139 of the Indian Companies Act. 

30. At present shareholders of a bank holding 1/oth of the shares 
issued can apply to the local Government for investigation by inspectors. 
Considering the Vide area which India covers, this proportion in our opinion 
is rather very high. In the case of banicing companies having a large 
number of shares it tends to act as a definite handicap. We, therefore, 
suggest that it should be reduced to 1/lOth. The power of investigation 
possessed by the local Government may be transferred to the Comptroller 
of Joint Stock Banks whose appointment we have already suggested. 
The requirements about deposit of security against cost should be either 
entirely done away with or the amount reduced to a small figure as is done 
by the New English Act, 1920. On the analogy of this Act, the Comp- 
troller of Joint Stock Banks should be given powers to prosecute any 
person connected with the bank who may be criminally Ifeble. On the same 
analogy we would further suggest that our Section 141 (3) should be so 
altered as to provide that the expenses of investigation should be borne 
by the State if it results in a prosecution and. in any other ease the same 
should be borne by the company, unless the Comptroller otherwise directs. 

Von. II 2 p 
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If as a result of sucli investigation it is found that tlie affairs of the- 
bank require to be put on a more satisfactory basis the bank and its officers 
should be compelled to do so and in default penalties should be prescribed. 

Registration of mortgages and charges of a Bank. 

31. We suggest that it should be compulsory for a banldng company 
to file particulars of its mortgages and charges with the Eegistrar of each 
Presidency or Province where it has branches. Begistration should be 
enforced in case of property acquired by banlrs which may be • already en- 
cumbered. The last provision has already been accepted _by the English. 
Act of 1929 Satisfaction of the mortgage debt should be compulsorily 
recorded before the Begistrar. As this is not compulsory at present, per- 
sons searching the register are frequently misled. 

Prospect-us of a Bank. 

32. The non-disclosure of material facts in a prospectus or in a state- 
ment in lieu of prospectus should in our opinion, be made subject to a 
jreualty iir case of banks. It should also be made compulsory that copies 
of contracls disclosed in the prospectus should be filed with the Begistrar 
along with the prospectus. 

Register of Directors of a Bank. 

33. In case of register of directors of banks particularly, we would 
nice to have, besides the usual information, a clear indication of the iialmes 
of the different joint stock companies in which the directors are also- 
holding similar offices. 

Register of memhers of a Bank. 

34. We suggest that in case of banking companies there should bo 
separate index of the names of its members from that of the register 
of members for ready reference and inspection by shareholders, as is- 
alrcudy provided for by the English Act, 1929. 


Inspection of Register of memhers of a Bank. 

35. .At present under n legal decision a shareholder can only inspect 
the register but cannot take copy of it -or take extracts therefrom. Of 
course, he can claim copies to be supplied by the bank. It is found 
in practice that the supply of copies by the bank creates delay which 
frequently defeats the object for wdiich copy or extract is wanted! There 
should be, therefore, an alteration in Section *36 of the Act of such a character- 
as to enable shareholders not only to inspect but also to take copies or 
extracts. 

Minutes of bank meetings, 

36. In our Act there is no specific Section which enables a shareholder 
either to obtain inspection of minutes of general meetings or claim to be 
supplied with copies of the same; cases have been recorded where these 
requests have been refused. We submit that these requirements slx)uld 
be made compulsory. We also go further and say that there sho\ild be an 
enactment in case of banks, by which they should be compelled to send 
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copies of minutes of their general meetings to shareholders as many 
banks are already doing. We also request that such minutes should 
record briefly the chairman’s speech, the resolutions passed, observations, 
suggestions, and criticisms by shareholders and replies to the same. 

Attaclc against Banks. 

37. Suggestions have been made in some quarters that before a share- 
holder can take criminal proceedings against a banking company or its 
directors, auditors or officers under Section 282 of the Indian Companies 
Act he should first obtain a certificate from the Advocate General. 
We are afraid the remedy seems to be even more dangerous 
than the disease itself. The learned Advocate General can only consider 
whether there is a prhia facie case and if on that footing he certifies a 
prosecution which may ultimately tiu-n out to be abortive and the bank- 
in spite of its ultimate success may be ruined. The very news that such 
a certificate was given would scare away the depositors and cause a run. 
On the other hand an independent prosecution devoid of this formality 
is not likely to create the same scare. Besides this power of prosecution 
by a shareholder is a very, valuable right. Experience has shown that in 
some cases whei-e prosecutions have tfdcen place in the past many im- 
portant facts have been brought to hght. 

Directors of Banks. 

38. We are of opinion that on certain specific points the rights and 
obligations of bank directors so .far as banldng companies are concerned 
must be strictly defined by law and not left to the discretion of the drafts- 
men of the articles who are generally creatures of the Board of a company 
or its promoters. The points to which we would particularly like to draw 
the Committee ’s attention are as follows : — 

fl; The Cha’rman of the Board of Directors should not be allowed to 
act in that capacity for more than three years without re-election by the 
company in general meeting at the end of that period. 

(2) The persons appointed as directors should not be those who are 
ah’eady directors of more than a specified number of companies to be 
fixed by the statute. 

Members of the Board of Directors of a banking institution should be 
individuals who are able to devote sufficient tilme and attention to its worir 
and hence we are making this proposal. In this connection Mr. Justice 
Page of the Calcutta High Court, recently observed that “the case before 
him boldly illustrated the danger of having the same persons on the Boards 
of too many companies., for they would not thereby be able to do their 
duty to all’’. (See “Capital’’, dated 15th Mai’ch 1928, page 529.) 

(3) A director of a bank should not be allowed to act as a director of 
another bank. 

(4) A director of a bank should not be related either to the managing 
director, or the manager, as the case may be. 

(5) No two persons who are partners of the same mercantile firm or 
are directors of the same private limited company or one of whom is a 
general agent of (U' holds a power of procuration from the other or from 
the mercantile firm of which the other is a partner shall be eligible as 
director of the bank. We have suggested this prohibition with a view 
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lo avoid dii-eetorates of joint stock banks being made happy family 
affairs. We imderstand that similar provision is m force in the case of the 
Imperi.iil Bank. 

(6) No person shall be eligible as a dhector if he or any partner of 
his or the firm in which he is a member holds any other office or place of 
profit under the company except that of managing director. The object 
aimed at by the suggestion, we submit, is apparent. We are here follow- 
ing to a large extent the principle laid down in clause 77 (b) of Table “A”. 
As a matter of fact there are some banks who have adopted this or a similar 
clause in their articles. 

(7) In view of the fact that one of the primary duties of a bank liqui- 
dator i.s to investigate the affairs of the bank and take action wherever 
necessary, it is submitted that no director of a bank should be eligible to 
act as its liquidator. 

(8) The removal of a director by shareholders should be made as easy 
as possible. Under the present law unless articles provide, no director 
can be removed nor can he be compelled to retire. We desire that it may 
be enacted that a director can be removed by an ordinary resolution. 
When a director is thus sought to be removed at the annual general meet- 
ing, a short notice of the said resolution to all shareholders through an adveri 
tisement should only be necessaiyr and no special notice should bo com- 
pulsory. Similar facilities should exist in the matter of appointment of 
additional directors. The period of notice as at present prevailing (which 
is generally of 8 to 10 days’ duration) for nominating some other person 
in the place of the retiring director should be shortened. 

(9) All directors of a bank should retire at the statutory meeting offering 
themselves to be re-elected if they so desire. At all subsequent ordinary' 
meetings 3/4th of the number of directors should compulsorily retire by 
rotation. In the case of a banking company, it is most undesirable that 
a director should enjoy a long lease of office. 

(10) No director of a bank should be pernnitted to resign before the 
statutory meeting at which he should be present to give such explanation 
as may be required of him. 

(11) Voting by directors or solicitation of proxies by directors on the 
appointment or removal or re-appointment of chairman, directors or auditors 
of the bank should be prohibited. So far as the appointment or removal 
of directors or re-appointment of chairman is concerned it is evident that 
they should not vote. In case of the appointment or removal of auditors 
also, it is essential that the auditors should feel that they do not owe 
their appointment to the influence or patronage of directors. 

(12) The directors’ report should be filed with the Registrar of Com- 
panies and should contain inter alia the following particulars ; 

(а) The number of Board meetings held during the year. 

(б) The number of Board meetings attended by each director. 

(c) Bemuneration paid to each director should be disclosed in the 
directors’ report which should also give the names of the com- 
panies wherp any of the directors is holding similar office. 

(fZ) The names of the directors of the bank should be stated on the 
face of the report. 
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; Auditors. 

39. We liave already stated that it should be illegal for directors to vote 
or to Solicit proxies on the appointment or removal of auditors. 

We insist that auditors should be given a right to attend and speak at 
all meetings of the bank, a power which has been already given by the 
New English Act of 1929. 

In our opinion there are occasions when it would be a great advantage 
if the auditor is given power to call at other banks, companies, firms, , etc., 
with whom the bank is dealing and with'whom its property is alleged to be 
lying if he at any time h:Js reason to verify such dealings or property. 
We malce this suggestion because there have been cases where bank 
managers have contrived to produce for the auditors’ inspection securities 
actually misappropriated by them. 

The affairs of certain banlis have brought to light the fact that the 
auditors have often passed over important matters which they should have 
brought to the nouce of shareholders. The following are some of the 
instances in point: — 

(1) Loans were shown as fully secured in spite of the fact that secu- 

rities against them were insufficient and doubtful. 

(2) Provisions for bad and doubtful debts were made out of the so- 

caUed appreciated value of securities. 

(3) Loans were passed as fully secured although in computing the 

security, the personal standing of the debtor had been taken 

into consideration. 

(4) No hint was given to shareholders vdien the title or value of 

security became the subject of litigation. 

(5) Immovable properties and securities were written up without 

disclosing this fact to the shareholders. 

Auditors being the agents of shareholders appointed to investigate into 
the internal working of the bank by examination of its books, it is their 
duty to report to their principals practices of the kind alluded to above. 
Thej’’ have seldom done that because the law does not compel them to do 
it. We, therefore, suggest that auditors should be compelled by law to 
elucidate in their report all matters of importance whicli are likely to 
influence the shareholders’ judgment as to the true financial position of 
the bank. In particular, they should state whether the securities held 
against loans fully cover in each case the value of the loans and whether 
anj'- of the unsold assets of the bank have been written up for any purpose 
whatever. At present the necessity for this provision is the greatest in 
view of the amendment made in the statutory form of the balance sheet 
to which we shall presently refer, under which auditors have been made 
the sole judges of the adequacy or otherwise of the provision for bad and 
doubtful debts. 

We give below a specimen form of certificate given by the auditors 
of Barclays Bank and suggest that something to this effect should also 
be made compulsory here. 

“Auditors’ Report to the Members of the Barclays Bank, Limited. 

We have' compared the above balance sheet with the balances on the 
books at the head office, and with the detailed returns fi’om the branches. 
We have verified the cash with the Bank of England, the cash and bills 
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at the head office, the investmeats of the bank and the securities held 
against money at call and short notice. We have obtained all the in- 
formation and explanations we have required; and we arc of the opinion 
that the above balance sheet is properly drawn up so as to exhibit a true 
and correct view of the state of the bank’s affairs according to the best of 
our information and explanations given to us and as shown by the books 
and returns of the bank.” 

The above form of certificate has been substantially adopted by the 
big five banks of England. 

Under the present law auditors appointed by shareholders are not bound 
to audit the accounts of a bank’s up-country branches. For the purposes 
ot their report they rely upon the certified returns of these branches. We 
suggest that these returns should be certified by qualified local auditors 
at the places where these branches may be situated. 

We suggest that the statutory notice of 14 days required to be given 
under Section 144 (6) should be substantially reduced. 

In case of auditors the indemnity clause in the articles sliould be made 
void- 

Auditors should also be compelled to bring to the notice of the “Con- 
troller” all irregularities that they ma}' come across in the performance of 
their duties. 

Accounis. 

-fO. In our opinion which is supported by some of the best authorities 
in the United Kingdom, the balance sheet of a joint stock bank should be 
much more comprehensive than at present in order that shareholders and 
depositors may have all possible information in detail that should be given 
to them without unduly weakening the position of these institutions. The 
way in which accounts are published at present by banks leaves much 
to be desired because even those who are conversant in account keeping 
are unable in good many cases to exactly gauge the position of assets and 
liabilities as disclosed there. This is one of the reasons why many people 
hesitate to rely upon balance sheets of these institutions. Bank balance 
sheets should, in oiu opinion, be published half-yearly and a standard 
form should be laid down for banks as distinct from Form (F). We would 
also submit that these balance sheets should be translated in one of the 
principal vernaculars of the district where the bank’s registered office is 
situated. We should also insist that besides the balance sheet, publication 
of profit and loss account should be made compulsory. These statements 
of accounts should be forwarded to shareholders at least three W'eeks prior 
to the date of the general meeting at which they are to be considered. Our 
definite suggestions on the form of these accounts are briefly as follows : — 

Balance sheet Form “F”. 

A. — Property and Assets Side. 

41. (i) Bad and I)onbtjiil Debts . — ^In connection with this item we are 
strongly of opinion that the original reseiwation in Form (F) as applied to 
hanks was perfect and that the present alteration is not an improvement 
but a definite slide-back. Originally it was compulsory to state separately 
debts considered doubtful or bad and to show what provision had been 
made for the same. Unfortunately due to a particular judgment of the 
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Iffigh Court of Bombay in connection with, the Central Bank of India 
-Ximited this position was altered by a notification of Government 
the effect that bad and doubtful debts of a bank for which provision had 
^been made to the satisfaction of auditors need not be separately shown. 
~We regret that this sudden change was effected without consulting the 
various interests involved. The fact that the English practice in this 
respect differed from the law here should not have influenced the authori- 
•ties for the simple reasons: — (i) that there is no pro forma form of the 
balance sheet in England, and (ii) that the Indian investing public requires 
grreater protection in the present conditions of banking in this country. 

The original provision was useful in that it brought to the notice of 
■the shareholders the actual amount of bad and doubtful debts so as to 
put them on inquiry as to whether the said debts were the results of care- 
lessness or want of duty on the part of directors. This safeguard is now 
removed with the result that the director’s negligence, if any, in matter 
of loans and advances, goes unnoticed. 

The amendment made leaves it to the judgment of auditors to decidtj 
whether ample provision has been made for bad and doubtful debts. In 
an important case auditors are reported to have accepted as satisfactory, 
provisions for bad and doubtful debts made out of the so-called appre- 
ciated value of unsold securities. Strange to say that it was seriously 
•argued here that “in auditing the accounts it is usual to consider each 
loan or advance Imade by the bank. We considered the securities and 
the value of it banded over by each client for the loan or advance and 
also any collateral securities and their value that may exist. We also 
took into consideration the personal standing of the debtors. We also 
ioolx into conshleraiion whether any allowance shoxild -he made or not after 
■paying the due regard to the securities their value and personal standing 

If in the exercise of the discretion now vested in them auditors are 
io be permitted co accept as satisfactory provisions for bad and doubtful 
debts m.ado out of the so-called appreciated value of securities, if they 
are also to be permitted to take into account the personal standing of a 
debtor in passing a loan entered as fully secured even though the security 
was in fact insufficient, it is clear that the Government notification has 
done incalculable mischief, the gravity of the consequences of which have 
not been fully realised. We, therefore, submit that the original position, 
.i.e., one prevailing prior to the aforesaid notification should be restored. 

(ii) Particjilars of Booh Debts . — In connection with “debts considered 
•good and fully secured” it should bo compulsory foe banks to state the 
mature of securities involved. In our opinion this should be particularized 
.•as follows : — 

(a) Debts against securities of the Government of India or local 
Government. 

.(b) Debts against trustee securities and securities of local bodies or 
authorities in India. 

••(c) Debts against securities of the British Government. , • 

(d) Debts against trustee securities issued in Great Britain. 

' ■ -(e) Debts against securities of foreign Governments stating the 

name of Governments concerned. 

df) Debts against debentures of joint stock companies. 
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(g) Debts against shares of joint stock companies. 

(Ii) Debts against immovable property; advances made against im- 
movable property outside British India should bo specified 
in detail. 

(/) Debts considered good and fully secured by the guarantee of one 
or more persons in addition to the personal security of the 
debtors. 

(hi; Investments, (a) Floating Assets. — Investments should be 
classified under ilmporbant headings such as investments in (i) Government 
paper, (ii) Immovable property, (iii) Debentures, (iv) Shares of joint stock 
companies, etc., distinguishing between those quoted on a recognised stock 
exchange and those that ore not quoted. Investments in shares or deben- 
tures of companies in which a director of a bank is interested ns managing 
agent should be clearly specified in detail. 

The mode of valuation laid down by the statutory form is too el.astic. 
The bank is not pinned down either to show its investments at cost or at 
market value with the result that investments arc shown in some cases at 
a valuation which may neither be the cost nor the market value. This 
position needs improvement. Instances have come to light in which 
appreciation in the market prices of investments has been taken into 
account before the investments had been actually realised at those prices. 
On the face of it such a practice is repugnant to sound finance and should 
be stopped. We further suggest that the mode of valuation should be 
made applicable to all forms of investments, including investments in 
landed property. 

(b) Fixed Assets. — In case of this form of investment, c.g., bank’s pre- 
mises the law should make it compulsory that they should be given at 
cost, deducting therefrom figures of depreciation that may have been 
charged against them during the past and current year.':. It is most desir- 
able that bank’s premises meant for its business should be separately 
shown from the other immovable properties and not mixed up with them- 
as has been done in some cases. 


B. — Capital and Liabilities Side. 

42. (i) Funds. — We suggest that when definite reserve funds are 
created for different purposes, such as general reserve fund, reserves for 
depreciation of securities, reseiwc for depreciation of landed property, re- 
serve for provident fund, etc., the same should be shown separately from 
year to year. 

(ii) Loans Deposits, etc. — We suggest that current account fixed and 
savings bank deposits as well as li.abilities on bills accepted and loans 
borrowed frdm other banks should each be shown separately on the balance 
sheet. The same should be the ease u'ith deposits on account of security 
and provident funds. 

(iii) Contingent Liabilities. — ^The term ' Monevs for which the com- 
pany is contingently liable” is veiy ambiguous in the absence of suflacienfi- 
descrJption of the raacters in respect of which the bank may be contingently- 
liable. 
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Pro-fit and Loss Account. 

43. We have already suggested that profit and loss accoxmt should be 
made compulsory. This has been done by the new English Act. The 
general principles on which the same shoidd be prepared are those laid 
down in clause 107 of Table “A”, but we believe the following headings 
would be most appropriate in case of a bank; — 


Credit Sid.e — - 

(a) Interest on loans. 

(&) Interest on investments of Government papers, and debentures. 

(c) Dividends on investments of shares of joint stock companies. 

(d) Bents and profits of immovable property. 

(e) Exchange. 

(/) Commission. 

{g) Discount. 

(Ii) Profits on the sale of capital assets, if any. 

(i) Profits on investments in gilt-edged and other securities. 

(j) Any exceptional receipts of a non-recurring nature. 


Expenditure Side — 

(a) Interest paid on fixed deposits. 

(b) Interest paid on current accounts. 

(c) Interest paid on savings bank deposits. 

(d) Establishment charges at head oflice specifying in detail the- 

remuneration paid to the managing director, or manageiv 
including all emoluments. 

(c) Establishment charges at local branches. 

(/) Establishment charges at up-country branches. 

(g) Provident fund contributions at head office and branches. 

(Ji) Directors’ fees. 

(?) Committee members’ fees. 

(j) Postage and telegrams, 

(k) Stationery. 

(?.) Other expenses as per details attached. 

(m) Provisions for bad and doubtful debts (if any). 

(??) Bad debts written off. 

(o) Depreciation on building and furniture. 

(p) Any exceptional payments of a non-recurring nature. 


The profit and loss account sent to shareholders should be signed by- 
ihe directors and officers of the bank and certified by the auditors. It 
should be filed with the Piegistrar. 
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Form “G”. ^ 

44. I’liere are many deficiencies in this statement. We suggest that 
It should be brought more into line with the general form’ of the balance 
sheet. It is desirable, c.g., that the b.ink's “fixed deposits” he sho\vn 
separately from “current account deposits”, the liability for tfie former 
being fixed at various future dates whereas that on the other is payable 
on demand. The heading in the Form, viz. “Other contracts” under 
which fixed and current account deposits are usually stated is rather too 
elastic. 

A classification of assets in Form G appears to us to call for radical 
amendment. Provision is not made for showing separately advances 
secured and unsecured. Cash on hand is not required to be stated there. 

The above are some of the more apparent deficiencies of the form and 
we think that we have stated enough to show that early revision of the 
same is desirable. 

We suggest that the form should also be amplified and that the same 
be made compulsory in the case of foreign banks also. We further sug- 
gest that the statement should be published and exhibited at the premises 
of the bank and its branches cvefy month. 

Winding Up. 

’45. Many desirable refoims in the law relating to winding up of joint 
•stock banks are over due. 

We suggest that no person should be appointed liquidator of a bank if 
prior to his appointment he was its director, ofiicer or auditor or held any 
other place of profit under the bank. In view of the fact, os already stated, 
that a duty of a liquidator is to examine the affairs of the bonk and take 
such action as m’ay be uecessai 7 against its oificers auditors and directors, 
the necessity for the appointment of an independent person as liquidatoj- 
is evident. 

We have had a recent case where, in the resolution appointing liquida- 
tors, certain conditions were laid down which deprived them of certain 
powers ordinaril}^ vested in them, and which on principles of public policy 
they must possess, with the result that Their Lordships of the Privy Council 
had to pass severe strictures on the conditions prescribed. We, therefore, 
suggest that such restriction on the rights and liberties of liquidators should 
be made null and void in law. 

46. We further suggest that provisions for appointing statutory com- 
mittees of inspection as in England must now be incorporated in the 
Indian Law. This wholesom'e procediu'e was disallowed by the Select Com- 
mittee which considered the present Indian Companies Act on the ground 
that at the time it was premature, although experience of the liquidation 
of the Bank of Burma very strongly suggested the need for such reform. 
In any event the time for its introduction is now ripe. The facts brought 
out in the liquidation of the Alliance Bank of Simla would again seem to 
show that the necessity for this reform is very great. The committee of 
investigdirn appointed by the creditors of this bank was helpless inasmuch 
as it did not carry any legal status. This instance, in our opinion, 
completely vindicates the demand for the appointment of statutory com- 
mittees of inspection. The more this reform is delayed the greater will be 
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discontent among shareholders and depositors. If committees of inspec- 
tion are considered necessary in an advanced country like England, we 
fail to understand why they should be deemed unnecessary in India. If 
•anything, their existence would be of the greatest value in India owing to 
ignorance of the general body of creditors and contributories. 

47. At present creditors do not possess effective control over liquida- 
tions of insolvent banks although their stake is the most real and probably 
the largest. This is an anomaly. In England a fundamental change has 
•been effected in the law whereby creditors have now seemed, the power to 
Jiominate a liquidator of their choice unless the majority of directors have 
jBled a statutory declaration that within 12 months from the commence- 
ment of the liquidation the debts of the company would he paid fully. (See 
Sections 230 to 240 of the New English Companies Act). If there is any 
difference of opinion between shareholders and creditors as regards the 

^.person to be appointed as liquidator, power is granted to have the point 
settled by court. We have brought these changes in the English Law to 
the notice of the Central Banking Committee as they deserve considera- 
fiion. 

48. We further suggest that some kind of control is necessary over 
liquidators of joint stock banks.. In England such control is exercised by 
the Board of Trade. We submit that some such control over liquidators 
is also necessary in India. It will have the effect of exercising a chasten- 
ing influence upon liquidators and is likely to be instrumental in shortening 
liquidations and keeping down costs thereof. 

49. We further beg to suggest that the Governor- General in Council 
fihould have power to order transfer of -nanding up proceedings from one 
province to another. The absence of such power was very keenly felt in 
the case of the Bank of Burma. Although the amount due to depositors 
in Bangoon was insignificant as compared with the amounts due to 
depositors in Bombay, Calcutta and Madras (Bombay’s stake being the 
largest), the liquidation was carried on in Burma in spite of the protests 
from the Advisory Committee appointed by the creditors in Bombay. The 
result was that creditors residing in Bombay, Calcutta and Madras found 
it extremely difiScult to represent themselves effectively at such a distant 
place as Buim'a. In England the Lord Chancellor has power to order trans- 
fer of winding up proceedings from one place to another. (See Section 133 
of the English Companies Consolidation Act, 1908, and Section 165 of the 
New English Companies Act.) 

50. We next beg to suggest that such reports as may be filed in court 
by official liquidators and which are not confi^dentiai should also be filed 
with the Eegistrar of joint stock companies for the information of the public 
who undoubtedly have a right to know how the affairs of banks are managed. 

51. Under the present conditions, when a bank is being wound up it is 
not possible for the liquidator to prosecute delinquent directors or officers 
of the bank if there are no funds with him. A concrete instance of the 
kind was recently furnished in the ease of the Bengal National Bank whose 
liquidators reported to the court that although certain persons were guilty 
of criminal offences, no funds to prosecute them w^ere available. It will be 
realised that this is not a satisfactory position. In our opinion public interest 
demands that better facilities should be provided for enabling prosecutions 
to be instituted in suitable cases by the State with public expense. This 
aspect of the matter has already been recognised in England where under 
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section 277 of the English Companies Act elaborate provisions have been' 
made for bringing offenders to book at State expense. We beg to commend 
these provisions to the consideration of the Central BnnMng Committee as- 
they deserve attention. 

52. We find that there have been differences of opinion in various Highi 
Courts as to the effect of Sec. 235 (3j. On this point the following observa- 
tions of the Chief Justice in the Sholapur Bank case are important: — : 

“I would like to add that in my opinion this appeal shows the 
desirability of some amendments of the Indian Companies- 
Act so as to nullify the existing differences of opinion in 
various High Courts as to the effect of Section 235”. 

We, therefore, suggest that the Section should be so amended as to make- 
the period of limitation run from the date of the liquidators’ appointment. 

V. — ^Bankikg Education. ^ 

53. In connection with this point, we understand that ample facilities 
are now provided for theoretical education in connection with practical 
banking both by Universities and local colleges. ■ Colleges such as the 
Sydenham College of Commerce, provide a curriculum for banking in 
connection with B. Com. vdth specialised banking, and Colleges like Davar’s 
College of Commerce, Bombay, provide for diploma courses of the Insti- 
tute of Bankers. The training in specialised banking diploma was 
started in Bombay by Davar’s College of Commerce, as early as in 1912 
and a large number of bank ofi&cials m the Imperial Bank as well as other 
indigenous banks, who hold to-day responsible positions as branch managers 
and agents in these banks are the products of this diploma course. What 
the bankers desire is that both theoretical and practical courses should be 
imparted simultaneously as may be observed from the regulations of lead- 
ing banks like the Imperial Bank of India. They are here following the 
traditions of the British bankers because in the United Kingdom the 
sam'e formula prevails extensively. Outside the Presidency of Bombay, 
Universities, such as the University of Allahabad, Lucloiow, Agra, Mysore, 
etc., provide for specialised training in banking both in the Universities 
and in the colleges a'ffiliated to them. The only drawback to be noticed 
here is this ; our indigenous joint stock banks, as well as the Imperial Bank 
eneourage scholars by employing them as apprentices, with a view to help 
them to acquire practical training side by side with the theoretical educa- 
tion at the colleges. The British and foreign exchange banks, on the 
contrary take up a very undesirable attitude of avoiding this responsibility 
expressly or by implication. Unfortunately the result is that our ^^oung 
men are barred from the opportunity of studying the problems of 
foreign exchange in a practical manner, -without which it is impossible- 
for us to start indigenous foreign exchange banks. We, therefore, 
submit that some method should be devised by which foreign exchange- 
banks which are making profits out of Indian business should be required 
to give facilities to Indian scholars, such as those given by the indigenous 
joint stock banlcs and the Imperial Bank as stated above. We would 
also suggest that some arrangement should be made by which some desir- 
able and -able young men can go out to England with State scholarships 
and work in exchange banks, there with a view to study foreign exchange 
in actual practice and then come back to take up appointments in our 
banks. Thus inauguration of exchange business in our banks can be made- 
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-easy. The Indian Institute o£ Bankers whicli was started only a couple 
•of years ago. has so far done excellent work not only in organising suitable 
• courses and lectures and holding examinations for the diploma course in 
banking but has also favourably influenced the local bank managements 
in the direction of becoming more favourable to the employment of Indian 
apprentices. The Institute is also issuing a Jomnal for the benefit of 
young scholars and apprentices, as well as bank assistants, in which suitable 
subjects are dealt with by experts in a simple style, which can be rapidly 
assimilated by those scholars. The result is that in course of time it is 
-anticipated that we shall have a sufficiently large supply of able bank officers 
ior the expansion of banking institutions in this country. 
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APPENDIX “A”. 

'Extracts from the Memoranda of Association of some Banking 

Companies. 

Banlc 

1. Under clause 3(7) the bank is authorised, to carry on all kinds of 
financial, comm'ercial, industrial and other opcjiations. 

2. Under clause 3(12) the bank is authorised to farm revenues, taxes 
privileges, duties, etc., of any State, Municipality or person. 

3. Under clause 3(14) the bank is authorised to seek for and secure 

openings for the employment of capital and with that view to prospect, 
inquire, examine, explore and test. * 

4. Under clause 3(15) the liank is authorised to carrj' on all kinds of 
promotion business and in particular to form, constitute, float, lend monev 
to, assist and control any eompan}', association or undertakings. 

5. Under clause 3(17) the bank is authorised to carry on and transact 
every kind of guarantee and indemnity business. 

Note. — The Central Banking Committee will plen.se mark the very wide manner 
in which various objects have been expressed. 

Clause 3(7) is enough for the bank to do any business under the sun. 

Banli “B”. 

1. Under clause 3 (c) the bank is authorised to carry on agency business- 
of any description. 

2. Under clause 3 (d) the bank is authorised to promote or finance or 
assist in promoting or financing any business undertakings and industries of 
any description either existing or new and to develop and form the same' 
either through the instrumentality of syndicates or otherwise. 

3. Under clause 3 (e) the bank is authorised to form and promote 
syndicates and partnerships of all lands. 

4. Under clause 3 (5) the bank is authorised to undertake obligations of 
everj' kind and description. 

5. Under clause 3 (?) the bank is authorised to undertake any business- 
transactions or operations commonly carried on or undertaken by promoters 
of companies, financiers, concessionnaires or capitalists. 

Note. — The Central Banking Committee will please mark how widely the various 
objects have been expressed. The objects are not confined to business commonly 
carried on by bankers; “ to undertake obligations of every kind and description” 
and to " undertake any business, transactions or operations commonly carried on by 
promoters of companies, financiers, concessionnaires or capitalists ” are certainly very 
wide objects embracing business outside the scope of legitimate banking business. 

Bank “C”. 

1. Under clause 3 (d) the banlc is authorised to buy and sell all kinds 
of property real and personal, movable and immovable. 

2. Under clause 3 (/) the bank is authorised to transact any Business of 
a merchant or capitalist, either as principal or agent. 

Note. — Comments on this Memorandum are unnecessary. 
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1. Clause 3 (a) authorises the bank to carry on the business of banking- 
in all its branches and departments, including all financial and monetary 
transactions . 

2. Clause 3 (m) authorises the bank to promote any company the pro- 
motion of which may seem directly or indirectly calculated to benefit the 
bank or the interest of its members. 

3. Clause 3 (a) authorises the bank to carry on any business -which ma-y 
seem to the bank capable of being conveniently carried on in connection with. 
its objects or which is calculated directlj" or indirectly to enhance the value 
of or renior profitably any of the bank’s property or rights. 
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' No. 62. 

V 

\Xiefcter from R. W. Buckley, Esq., Chairman, Exchange Banks Associa- 
tion, Calcutta, dated the 17th March 1930. 


Under separate cover I have despatched to you 30 copies of the replies 
.by the British Members of the Associated Exchange Banks to the question- 
inairc issued by the Central Committee. 


,1. — IxDDSTuiAL Banks and Credit facilities for India’s Main Industries. 

Q%ie^tion 1. — State with reference to one or more indxistries which you 
hare had opportunities to observe the credit facilities required with special 
reference to (a) fixed capital expenditure or block, and (b) current require- 
ments or floating capital. 

' Ansiver. — ^Fixed capital expenditure and block should in all cases be 
supplied by public or private subscription of shares or debentures in the 
undertaking. 

Question.- — State also how far in your opinion these requirements are 
.met by various types of banks and bonkers and how far the present fad- 
litics of financing fall short of the actual -requirements 7 

Answer. — Conbning our attention to jute, the principal industrj of fnis 
.province, we think that, everything considered, the movement of crop is 
-in the first instance satisfactorily financed by the indigenous bankers in the 
•districts. These bankers or shrofi's fill a position in the districts which 
can never be so satisfactorily filled by established banks. They are in 
much closer personal touch with the agriculturist than an established bank 
can ever be. More than half the raw jute is consumed by the Calcutta 
jute mills who, thanks to their large resources, now require much less 
finance from the banks than they did ten years ago. 

Question 2. — Different methods of financing and different classes of 
paper or documents are used in industries in connection loith production, 
import and export. In some cases it is the buyer who finds the money 
himself or through his banker; in other cases it is the seller who finds the 
money for himself or through his banker; and in others k is the middleman, 
merchant, or commission agent who does this. Describe any prevailing 
trade or business practices relative to these which have come under your 
observation and suggest any improvements in the present organisation 
which, in your opinion, will benefit the different classes of producers and 
rnercha'i^s or the community at large. 

Answer. — Apart from the mills, the accommodation for storing raw 
jute in Calcutta is inferior, and is insufficient to allow of more than a 
comparatively small quantity being stored. 

The exchange banks are reluctant to make advances against the 
hypothecation of jute stored in the mofussil. If better godovms for baled 
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jute TV'ere provided in Calcutta on the lines of the Sewri Cotton Sheds in 
Bombay, the exchange banks could do much more than they do at present 
to finance the crop pending shipment. We thinlc that the construction 
of such godowns, capable of storing large quantities of jute would te of 
much benefit to the industry, as such storing capacity in Calcutta would 
•enable the merchant to market his jute under fairer conditions than obtain 
at present. 

Question 3.- — Give particulars of the rates of interest which are charged 
at present on loans and advances and also of the different classes of securities 
xvhich are approved by banhs, financial houses and commission agents. 

Indicate any difficulties experienced on account of lack of credit facilities 
or on account of high interest or discount rates or any other account and 
suggest remedies therefor. 

Ansiver — The rate of interest in Calcutta for loans against approved 
•security is usually 1 per cent, over Imperial Bank Bate. We do not know 
the rates charged by indigenous bankers in the mofussil. 

Question d. — If in your opinion banks in India have not financed indus- 
tries, large or small, freely, to what causes do you attribute their reluc- 
tance ? Do you think financing of industries is possible by banks as they 
exist at present and by their present methods^ 

If not, do you suggest the establishment of any other machinery 7 

Ansivers . — We do not think that any industries floated on sound lines 
and showing reasonable promise of success have been unable to obtain the 
financial assistance necessary. No doubt many schemes drawn up on 
doubtful lines have failed to obtain the help asked for from banks but 
we think that on the whole banks as they exist at present are capable of 
■supplying the finance required bj’^ industries. 

Question. — Are you in favour of trade banks, i.e., banks which specialise 
in dealing with special trades? 

Arisiuer . — We are not in favour of trade banks which specialise in deal- 
ing with special trades. 

Question. — Do you favour the establishment of an industrial bank in 
■each province? 

If so, rohat constitution would you suggest for such a bank? 

What are the facilities ivhich in your opinion shoidd be given to such 
a bank either by Government or any other agency? 

Would you suggest any restrictions on the grant of loans hy such a bank 
in order to secure reasonable safety for the bank while providing finance 
for industries? 

Answer . — We do not favour at present the sstablishment of industrial 
banks, as any attempt which has been made in the past to run such 
banks has not proved successful. 

11. — Finance of Foreign TnAUh. 

Question 1. — Would you state, with reference to any trade that you 
have had an opportunity to obseive, the credit facilities which are required 
and to what extent banks supplying these facilities fulfil the present 
requirements. 

VOL. n 2 Q 
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Iyi yoxiT ojyviiOTi j is ilisvc (xity cLqs$ of ^ytSTclia'i'i'ts "wlio wix(i1)J,q 
secure all the assistance they need either in India or in foreign countries, 
and if so cotdd you give any reasons for this state of affairs ? What remedies 
do you suggest ‘I 

Answer. — We consider that merchants are at present able to obtain 
from the exchange banks all the assistance they require to finance their 
import and export trade provided they are of good reputation and reputed 
to be possessed of means in reasonable proportion to the trade they do. 
It is only in cases where banks are unable to ascertain, even approximately, 
the financial status of a merchant, that the latter finds difficulty in secur- 
ing the accommodation he may need in the conduct of his business which, 
if this information were available, a I'esponsible man would not experience. 
All merchants, therefore, in their own interests, should adopt the business- 
like practice of having their books regularly audited by a recognised 
chartered accountant and a balance sheet, in correct form, drawn up 
fi'om time to time. At present there are no information bureaus in India 
on the lines of Seyd’s, London, and Dun’s, New York. If organisations 
of this nature were formed, it would greatly facilitate matters. 

Question 2. — What are the credit instruments in use with regard te- 
foreign trade? 

Answer. — The earliest documents in connection with the export trade 
against which credit is obtained are shipping letters of lien or hypotheca- 
tion of goods in course of shipment. This as a rule is in connection with 
goods which have already arrived at the ports, but the exchange banks 
also have branches at the larger inland centres of trade where they finance 
the import and export business direct from these centres. 

The main documents, however, are bills of exchange accompanied by 
full shipping documents which are negotiated with 'the exchange banks. 

Questidn. — In xohat conditions is credit available against these documents 
and in what conditions is clean credit available? 

Ansiver. — The import trade is financed by bills of exchange negotiated or 
advanced against by the exchange banks in the countries from which the 
shipments are made. The trade from the Continent of Europe is largely 
financed through London. After the arrival of the goods in India, con- 
siderable assistance is given to importers by the exchange banks in the 
way of deliveries against acceptance and on Trust Eeceipt, or by means 
of loans on the goods to enable the relative bills of exchange to be paid. 

Clean credit is not in the ordinary way obtainable, but clean bills of 
approved parties may be negotiated by the banks. 

Question. — What are the rates charged by the Banhs? 

Ansiver. — On advances against shipping liens, interest rates are based 
on the Imperial Bank rate, (probably bank rate or 1 per cent, over with a 
minimum of 6 per cent.). On bills of exchange, rates of exchange are 
based on rates of interest ruling in this and other countries concerned and 
fluctuate accordingly. 

Imports are usually carried in transit (until payment of the bill) on a 
round rate of 6 per cent, but this rate will rise when bank rates in the 
exporting countries are exceptionally high. 

Kates of interest on local facilities to, importers are based on the Imperial 
Bank rate, probably with a minimum of 6 per cent. 
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Question. — Are there any seasonal fluctuations in these rates? 

Ansioer. — Seasonal fluctuations occur, but these are reflected in the 
Imperial Bank Bate, which regulates matters. 

Question. — What are the facilities existing at piesent in the export trade 
for discounting export bills? Are there any restrictions that you have to 
complain of? 

Ansioer. — discount market on the lines ruling in European and Ameri- 
can flnance centres does not exist in India. This, however, does not, in our 
opinion, afiect the export trade as it is conducted in India, the readiness 
of the exchange banks to buy these bills fills this want and leaves no 
restrictions. 

Question. — Have you any remarlcs to make with regard to the exchange 
rates which are charged for the conversion of rupee into sterling or other 
foreign currencies, and vice versa, or for the remittance of funds to and 
fro? 

Ansioer. — ^No, competition sees to it that these never get out of hand. 

Question 3 (i). — Have you any suggestions to make with regard to : — 

(a) the establishment of bonded warehouses, 

(&) the present practice of port trust warehousing, 

(c) the practice by banks of releasing goods on trust receipts, or 

(d) any other methods in vogue for the convenience and facility of 

merchants engaged in the import trade? 

Ansiver: (a) & (5). — We consider the present methods of warehousing are 
satisfactory, with the possible exception of fuller facilities for handling jute, 
and fully serve the requirements of the import trade. 

(c) & (d). — The releasing of import goods under trust receipt, or advanc- 
ing against export goods under letter of lien are really based on the credit 
of the merchant, as although the principle of these trust receipts and 
letters of lien is sound enough, legal questions leave their validity some- 
times in doubt. 

Question 3 (ii). — Do the interests of the traders and the public suffer in 
any way through any defects in the present organisation and have you any 
suggestions for its improvement? 

Answer. — ^Yes, in view of what is said above, it is highly desirable that 
G-overnment should be approached to frame legislation which will give the 
banker a recognised status, vis-a-vis his customer, as to his undoubted 
prior lien over, and the right to follow the proceeds of the goods specified 
in the document. It should also make fraud under the cloak of these 
documents a criminaT offence. This will help bankers and traders alike 
very much in the giving of credit; uncertainty in any shape or form only 
hinders. 

We should also like to see the railway receipt universally recognised 
as an indisputable legal title to the goods covered by same. 

in. Eegulation of Banking. 

Question 1. — Are you in favour of audit and examination of bank 
accounts by examiners? 

Answer. — ^Yes, in the case of banks incorporated in India; branches of 
banks operating in India whose head offices are incorporated outside India 

2 Q 2 
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to lodge tlieir consolidated audited balance sheets issued by the respective 
bead offices with the Government of India, Finance Department for their 
information. 

Qticstion. — Ij so, how should these examiners he appointed and hij 
whom ? 

Answer. — Chartered accountants or accountants , certified under the 
Indian Companies Act. 

Wo would suggest the appointment of two independent auditors, one by 
the shareholders and one by the directors. In the case of small banting 
concerns sufficient confidence might be given to depositors by the appoint- 
ment by Government or .some central financial .authority of one auditor 
only. This would avoid loo heavy a charge on a small concern. 

QiLCstion. — What should be the duties of sueh examiners'^ What should 
he their qualifieaiions and how shoxtld their cost he met 7 

Answer. — The object of their appointment is to submit to the share- 
holders of an absolutely authentic statement of their affairs, and costs of 
audit should be met out of the general e.vpenscs of the Institution. 

Question 2. — Are you in favour of any hind of rcsirictions being imposed 
on the business of all hajilcs7 

For example, should there ha any rcsirictions of the nature imposed on 
the Imperial Bank of India under Section 8 of the Imperial Bank of India 
Act7 

Answer. — No, with the exception of the Imperial Bank on whom restric- 
tions, as the custodian of Government funds, are already imposed. 

’Question 3. — In your opinion is it desirable that the use of the word 
"bank” should be restricted, and if so, w'hai restrictions do you suggest? 

Also state whether you suggest any additional provisions for special 
application to (a) a private firm in India doing banking business, {h) a branch 
of a firm, ^vhose head office is located outside India, doing banking business 
in India, and (e) a branch of a company whose head office is located outside 
India, doing banking business in India? 

Through what agency and in udiat manner 7voiild you have these provi- 
sions enforced? 

Answer. — ^^Ye consider that the title “bank” should not be allowed un- 
less the company is registered under the Indian Companies Act and has 
an authorised and fully paid-up capital of at least Bs. 5 lakhs and that it 
accepts deposits payable on demand. 

(a). — A firm should not be allowed to use the title of “bank" unless 
their banking funds are kept entirely separate from their trading funds, 
and a separate audited balance sheet submitted. 

(h) & (c). — This also applies to these sub-questions in the case of firms as 
distinct from banks proper. 

Question 4. — Are you in favour of defining by legislation or otherwise the 
sphere of operations of any class of banks, e.g., co-operative hanks, ex- 
change banks, etc. ? 

Ansiver. — ^We are not in favour of limiting by legislation t>r otherwise 
the sphere of operations of any class of bank. 

We are of opinion that to attempt any such interference would retard 
rather than help the free and healthy development of trade. 
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Question 5. — Do you think that foreign banks should not be allowed to 
do banking business in India unless they received a licensed What authority, 
in your opinion, should have the power to issue, renew and cancel suck 
licenses ? What regulations shoxdd in your opinion be prescribed for govern^ 
ing the operations of such a foreign bank? 

Answer . — We see no objection to a license being required when a foreign 
bank commences business in India, as this would act as a safeguard against 
foreign banks of doubtful stability opening, but once a bank has been allow- 
ed to establish itself in India there must be no question of the license being 
cancelled by any authority so long as it complies with the law. Any restric- 
tions of such a nature would undoubtedly hamper the development of trade. 
The oxlginal license might be issued by the Government of India, Finance 
Department. There should be no regulations prescribed for governing the 
operations of such a foreign bank. By foreign bank is understood all banks 
other than Indian and British. 

- Question 6. — A bank which is a limited liability company registered in 
India is at present governed by the law of joint stock companies in India. 

Do you consider that position satisfactory? 

If not, what additional provisions for special application to such banks 
would you suggest, particularly with reference to (a) authorised and sub- 
scribed capital, {b) capital that should be paid up before business is started, 
(c) provision of reserves, (d) proportion of cash balance to time and demand 
liabilities, (e) publication of balance sheets, their form and frequency, etc.? 

Ansiuer . — Yes. Quite satisfactory in the main, but restrictions should 
be introduced to deal with the points suggested. 

(a) . — The subscribed capital should be in reasonable proportion — (say 
50 per cent.) of the authorised capital. 

(b) . — ^Paid-up capital of not less than Es. 5 lakhs, or say 50 per cent, of 
the subscribed capital. 

(c) . — Eestrictions might be made regarding the disposal of profits and 
dividends limited to a figure (say 5 per cent.) until reserve funds equal to 
at least 50 per cent, of paid-up capital have been accumulated. 

(cl ). — ^If this question is prompted by the Eeport of the Eoyal Commis- 
sion on Indian Currency and Finance, we see no objection to the proposal 
that banks should keejj a minimum deposit of 5 per cent, of demand 
liabilities and 21- per cent, of time liabilities with the central financial 
authority or his agent bank, to be controlled as suggested in the report, 
paragraph 161, provided that the option is given of keeping this deposit in 
the form — either of cash and/or Indian Government securities. 

(e). — Balance sheets should be published at least once a year in full 
recognised form. 

Question 8. — W^ould you state the principal causes which in your ex- 
perience or observation have led to bank failures in India? 

What remedies would you suggest to prevent a recurrence of such failures 
or to secure timely assistance in such cases ? 

Ansiver . — ^Injudicious management, especially in the matter of advances 
and by payment of dividends without regard to first building up reserves. 

We have no suggestions apart from the restrictions noted in the reply 
to the previous questions. ' ' 
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Question 9. — It has been suggested that in some actual cases in the past 
lohere banhs have been hi difficidties, some plan for amalgamation or re- 
construction instead of liquidation would have been in the public interest. 
Would you state your vietvs on this suggestion and zvould you recommend 
any provision for securing that, before liquidation proceedings are enforced, 
adequate opportunities should be given for exploring the possibility of arrang- 
ing a scheme for amalgamation or reconstruction? If your answer is in the 
affirmative, please make suggestions as to the sort of provision lohich you 
have in mind. 

Ansiuer. — This must be left, to the directors, shareholders, or creditors, 
who in their own interests will wish to follow the course that is the least 
likely to be to their detriment. No provision is possible; each case would 
have to stand on its own merits. 

• Question 10. — It is complained that the cost of liquidation is high at 
present. Have you any suggestion to make regarding this point and for the 
reduction of such cost? 

Answer. — To be decided by shareholders in the case of voluntary or by 
the Court in case of compulsory liquidation. 

Question 11. — Are you in favour of making any distinction between 
current accounts and other deposits in the matter of protection of depositors 
and do you suggest any legislative measures for the purpose? 

Do you recommend the creation of a special class of deposits as distin- 
guished from current and fixed deposits under the existing system and the 
passing of any special legislative measures for the protection of such deposits 
with a view to encouraging the investment of savings? 

Ansiver. — We do not advise the creation of jjreferential deposits of any 
kind. 

Question 12. — Have you any suggestions to make in regard to the pro- 
posal that is sometimes made that banks which are really stable should he 
legally protected against unjust attacks on their stability? 

If so, please give your vieios as to who is to determine the cases in which 
such protection should be extended and in ivhat circumstances, and also the 
nature of the protection to be granted. 

Answer. — ^While we would deprecate any legislation which would curtail 
freedom of speech by the public, we would welcome any improvement which 
could be suggested to deal more severely with unfair and vicious criticism. 

Question 13. — What are the various taxes paid by banking companies? 
Do any of these taxes interfere ivith the development or amalgamation of 
banks ? 

Ansiver. — Income-tax and super-tax which should not interfere with the 
development or amalgamation of banks of proper standing. 

Question. — Have you any suggestions for modifying, removing or re- 
adjusting these taxes? 

, Answer . — ^No. 

Question. — Do you recommend any special concessions, etc., in respect 
of particular classes of banks, e.g., co-operative banks? State your 
reasons. 

Answer. — No. 
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IV. — ^Baiv'king- Education- 

\ 

This portiou has been submitted by the Indian Central Banking Enquiry- 
Committee to the Indian Institute of Bankers. We have not, therefore, 
dealt M'ith this section. 

V. — General Banking Organisation and Money Market. 

Question 1. — Do you find in the present organisation of hanlcs and the 
money market in different parts of India any defects lohich are likely to 
be remedied by — 

(a) administrative measures of Government, 

(b) legislation, and 

(c) co-operation amongst bankers themselves? 

Answer. — ^No. 

Question 2. — Have you any suggestions to make regarding greater co- 
operation bchveen indigenous hanks and other hanks in India? 

Ansiver. — ^No. At present time joint stock banks can get advances 
irom the Imperial Bank on security, and indigenous banks, shroffs, 
Chetties, etc., can also obtain these facilities from their bankers on 
hundis and securities. 

Question 3. — Have you any suggestions to make tvith regard to the 
organisation and functions of clearing houses in India? 

Answer . — ^No. The clearing houses in the larger centres work quite 
satisfactorily as at present organised. 

Question 4. — Have you any suggestions to make with regard to the 
regulation of the hank rate? 

Answer. — Should be the province of the Central Banking Authority — ■ 
at present the Imperial Bank of India. 

Question 6. — Can you indicate the nature of frauds and malpractices 
^vhich have been experienced hy hanks in India and rvhich have from time 
to time led to stricter regulation and restriction of credit by these banks, 
thus makmg bona fide constituents suffer? 

To rvhat extent have such frauds end malpractices to he attributed to_ 
the inadequacy of existing legal provisions and defective nature of business 
practices ? Can you suggest any change which rvill afford protection to 
the banks against such malpractices roithout entailing any hardship on 
bona fide customers ? 

Answer . — Frauds and malpractices have no doubt from time to time led 
to stricter regulation and restriction of credit, but generally speaking these 
regulations -were probably already necessary and -u^ere merely emphasized 
by the fraud. 

What we said on the subject of trust receipts and letters of lien 
under the heading financing of foreign trade, question No. 3, may also 
be taken to answer the second portion of this question. 

Question 7. — Have you any suggestions to niake with regard to hanking 
organisation in India hy which — 

(ff) the cost of management may reduced, 

(/;) the rates of interest on advances can he brought down, 
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(c) greater stability of banks can be assured, and 

(d) the cash resources of the various banks can he mobilised to meet 

any emergency or unexpected situation that may arise? 

Answer. — No. These are all matters for the internal management of 
the banks concerned. 

Question 8. — Considering that the dividends of established banks are- 
fairly high, what in your opinion prevents more capital being invested in 
the expansion of existing banks or the establishment of neiv banks? 

Answer. — So far as the exchange banks are concerned they are en- 
abled to maintain their present dividends on account of their 
conservative policy in the past of building up largo reserves. The 
resources of these banks, therefore, being ample to meet their require- 
ments in India, there is no occasion for expansion of capital. No diffi- 
culty though would be experienced in obtaining this if occasion arose. 

Question 9. — Do you support the suggestion that banks in India do not 
find a sufficiently large number of bills against which they could make 
advances and that this particular instrument of credit of lOhich the banking 
systems in other countries make large use is not available in sufficient 
quantities in India? If so, ivhat are the causes of this and what remedies 
do you suggest? 

Answer. — This may be so, but as exchange banks we do not experience 
it, our primary function being to finance the import and expoi't trade of 
the country, which in practice we do. We have, however, referred in 
previous answers {vide Financing of Foreign Trade) to the question of a 
discount market and an adequate supply of suitable inland bills ta 
support it. 

Question 10. — Have you any suggestions to make regarding the organi- 
sation of the Indian money market with reference to settlements on stock 
and produce exchanges? 

Answer. — No. 

Question 11. — Can you describe the relationship that now exists in 
India between the banks and the various classes of brokers, such as finance 
brokers, hundi brokers and exchange brokers? 

Ansioer. — The various classes of brokers usually ally themselves into 
associations for mutual protection and such associations and their members 
are recognised by the banks. 

Question 12. — Have you any information regarding the general agency 
business done by banks in India for their constituents? 

Ansiver — No. 

Question 13. — How far have banks in India found the maintenance of 
their oivn godotvns successful in meeting the trade requirements of their 
constituents ? 

Answer . — Quite successful. 

Question 14. — Have you any suggestions to make for augmenting the 
resources of banks so as to enable them to afford further facilities to com- 
merce, industry and agriculture? 



Would you recommend o>uy one or more of tUe following methods for 
securing the increase in capital or would you suggest any> other method:— 

(a) hy way of foreign capital, i.e., by' direct flotations in other 

countries or through foreign banks; or 

(b) by attracting the savings of the community, or 

(c) by funds made available by Government, e.g., a proportion of 

the receipts from cash certificates- and' savings bank deposits? 

'Ansioer. — So far as the exchange banks are concerned, they have 
ample resources to finance the foreign trade of the country, evidenced by 
their large investments in the country in the shape of Indian Government 
securities. 

Question 15. — To what extent has the Imperial Bank of India been 
serviceable in the past — 

(a) to the mam hidustries of India, such as cotton, coal, jute, 

7netals, sugar, electrical undertaking- [including Hydro- 

Electric projecU); 

(b) to the onovement of crops; 

(c) to the exchange hanks; 

(d) io ordinary banks — indigenous and joint stock; 

(e) to the Indian States; and 

(/) to the Indian Provincial Governments? 

Answer. — (a) and (b).— In the ordinary functioning of a bank. 

(c) Acting as their bankers, but this is a distinct asset to the Imperial 
Bank, as it means large free balances lying with them. 

(d) As hankers, functioning along the varied lines of approved banking 
practice- 

(e) and (/) No information. 

Question 16. — To ivhat extent has the Impenal Bank of India been useful 
in regard to the liquidation of other bajik? 

Answer. — No information. 

Question 17. — Have you any vieius regarding the present position of the 
Imperial Bank of India and the position it should occupy in the future?' 

Answer.— The position of the Imperial Bank today, as far as we can 
see, is in the main the same as it has been in the past, i.e., the Government 
bankers. 

Its sphere of functioning in the future must await events. 

Question 18. — What facilities and concessions has the Imperial Bank of 
India enjoyed from Government, municipal and other corporations and 
Indian States? 

Should all these he continued or restricted? 

State if in your opinion joint stock banks in India should also be 
afforded similar facilities and concessions. 

Answer. — So far as we are aware, the main concession accruing to the- 
Imperial Bank as the Government Bankers is the custody of Government 
balances. We have no information as to benefits- attaching to business 
with municipalities, corporations or Indian States^ 
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No, we do not think joint stock banks in India should be afforded or 
should expect concessions, because as pointed out in the exchange banks’ 
letter to the Secretary to the Government of India, Legislative Department, 
dated 5th May, 1927, once a Central Dinance Authority is established, the 
Imperial Bank on general jn'inciple is not entitled to any sustained con- 
tinuance of the concessions it has heretofore enjoyed as a return for 
services rendered. 

In our opinion, subsidized banking in any form would be a menace to 
progress. 


Chartered Bank of India, Australia & China. 
Uational Bank of India, Lim!lted. 

Hongkong & Shanghai Banking Corporation, 
Mercantile Bank of India, Limited. 

Lloyds Bank, Limited. 

Eastern Bank, Limited. 

j?. & 0. Banking Corporation, Limited. 
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No. 63. 

Letter from the Indian Institute of Bankers, Bank of India, Ltd., Bombay, 
No. 3389, dated the 28th March 1930. 

Subject. — Banking Enquiry. 

With reference to your letter No. 1265 of the 21st instant, I have the 
honour to enclose heremth replies by the Council of the Institute to the ques- 
tionnaire submitted by the In^an Central Banking Enquiry Committee. 

I am directed to inform you that the Council agree to the replies already 
submitted by the Chamber of Commerce, Bombay, which are also given under 
the majority of the questions which have been supplemented by the Council 
wherever necessary. 


IV. — Banking Education. 

Q. 1. What are the existing facilities for banking education in schools and 
Universities in India 1 

Is there any co-ordination of effort between such institutions and the 
banks ? 


Beply of the Chamber of Commerce, 
Bombay. 

Banking is made one of the special sub- 
jects for the degree of “ B. Com.” 
in the Sydenham College of Com- 
merce, Bombay. The Economic 
Department of Indian Universities 
might follow the example of Eng- 
lish and American Universities and 
devote their energies to the collec- 
tion and promotion of knowledge in 
regard to this all-important subject. 

My Committee do not know of any co- 
ordination between Universities and 
banks, but the Imperial Bank in its 
published memorandum scheme for 
training Indians for service in the 
banks, states : ‘‘ Preference will 

be given to candidates who have ob- 
tained the degree of Bachelor of 
Commerce from the College of Com- 
merce, Bombay, to graduates of a 
recognised University of the United 
Kingdom or India, to persons who 
have passed the examination of the 
Institute of Bankers in England, 
.Scotland, Ireland or India and to 
those who have had previous bank- 
ing experience.” 


Beply of the Council of the Indian 
Institute of Bankers. 

It is true that no direct co-ordination 
exists at present between Uni- 
versities and banks. At the re- 
quest, however, of the heads of 
commerce colleges and institutions, 
apprentices are being entertained 
by some banks, like the Central 
Bank of India and Bank of India, 
in order especially to enable them 
to appear for their C. A. I. B. 
Examinations, and more often than 
not, deserving apprentices are being 
taken over on the permanent staff. 

From the number of students offering 
themselves even as unpaid appren- 
tices it appears that the number 
of banks in Bombay willing to 
afford such facilities is limited, and 
it is desirable that more banks 
should ’make it convenient to en- 
tertain such apprentices. 
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Beply of the Chamber of Commerce, 
Bombay. 

The Indiari Institute of Bankers should 
form a means of liaison between 
banks and educational Institu- 
tions. 


Reply of the Council of the Indian 
Institute ofBanhers. 


Q. 2. Do banks provide any facilities for the training of boys in banking 
business ? 


What is the present method of recruitment of the staff by the Imperial 
Bank of India, the Indian joint stock banks, the exchange banks 
and the co-operative banks % 


Reply of the Chamber of Commerce, Reply of the Council of the Indian 
Bombay. Institute of Bankers. 


The Imperial Bank of India formulat- 
ed the scheme referred to in the 
foregoing answer. 

Staff officers for the Imperial Bank are 
recruited at present largely in Eng- 
land but under the above scheme an 
increasing number will be recruited 
from the Indian staff. 


Most Indian joint stock banks have 
no definite schemes for the recruit- 
ment of their staff officers, which in 
most cases is based on serdority in 
service coupled with efficiency and 
experience. At the same time, 
certain banks do entertain deserv- 
ing young men vith a view to train 
them up for responsible positions 
as staff officers. 


The staff of the exchange banks is 
drawn from their home offices where 
candidates are trained fo' some 
years. 


The clerical staff of the Imperial Bank 
of India are recruited locally, large- 
ly from boys who have just left 
school. 


Candidates for posts under the scheme 
referred to in the first paragraph are 
selected after examination by a Se- 
lection Committee appointed by the 
Board. They must not be more 
than 25 years of age. 
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Q. 3. How far is instruction in banking, theoretical and practical, combined 


at present ? 

Rej^ly of the Chamber of Commerce, 
Bombay. 

The Indian Institute of Bankers pro- 
vides for those engaged in banking 
facilities for studying the theory of 
banking and has set examinations 
for this purpose at regular intervals. 


Reply of the Council of the Indian 
Institute of Bankers. 

Facilities for instruction in the theo- 
ry of banking are pro^^ded by pri- 
vate commercial colleges in some 
of the important cities of India. 
They hold evening classes for the 
convenience of those employed in 
banks and other mercantile offices. 
The Indian Institute of Bankers is 
not a scholastic body but one of 
its chief objects is to encourage the 
study of the theory of banking and 
allied subjects. To ensure this, 
the Institute has been engaged in 
the following activities : — 

(a) First examination held in April 
1929. 

Subjects fob the EXAivnNATioiT. 


Part I, 

Practice and Law of Banking. 

Economics. 

Enghsh Composition. 

Commercial Geography. 

Elementary Accounts and Commercial 
Arithmetic. 


Part II. 

Practice and Law of Banking, 
Economics. 

English Composition. 

Commercial Geography. 

Foreign Exchange. 

■Indian Government Financial Ad- 
ministration and Procedure. 
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Reply of the Chamber of Commerce, 
Bombay. 


Reply of the Council of the Indian 
Institute of Bankers. 

A prize endowed bj’- Sir N’orman 
Murray, late Managing Governor of 
the Imperial Bank of India, is 
awarded to the best candidate each 
year. 

(6) The Institute issues a quarterly 
journal coutaining articles on bank- 
ing and Idndred subjects by practi- 
cal bankers, economists and finan- 
ciers and information about the 
activities of the Institute. Copies 
of the journal are issued free of 
charge to members of the Insti- 
tute. 

(c) Prizes are offered for essays on 
banking subjects, the winning es- 
says being published in the join- 
nal of the Institute. The follow- 
ing are the subjects for the Prize 
Essays for the year 1930. 

1. The possibility of promoting 

closer relationship between 
banks and agriculturists in 
India. 

2. The desirabifity of establishing 

a Reserve Bank in India. 

3. The development of indige- 

nous Indian joint stock 
banldirg in the present cen- 
tury. 

(d) Libraries and Reading Rooms 
have been established at Bombay 
and Calcutta and a library at Mad- 
ras. It is intended to open addi- 
tional centres at important places 
in India when and where member- 
ship warrants. 

(e) Lecttnes by eminent bankers, 
financiers and legal men are arrang- 
ed at the Institute’s premises at 
Bombay and Calcutta, and subse- 
quently published in the journal 
of the Institute for the benefit of 
members generally. 
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Q. 4, Can you give any information regarding the facilities afforded in oilier 
countries in the matter of hanking education 1 Have you any 
suggestions to make regarding the facilities that should he made 
avaffahle in India 1 

Have you any suggestions to make in regard to the grant of facilities 
for higher training outside India to hank probationers and hank 
assistants in India ? 

Reply of the Chamber of Commerce, Reply of the Council of the Indian 
Bombay. Institute of Bankers. 

(а) My Committee have no information. There are better opportunities for 

Indians to get a sound training in 

(б) Nil. India than in England. An Indian 

student passing the London or 
Indian Institute of Bankers exami- 
nation, with a few years’ practical 
training in India would prove to 
be more efficient in and better 
qualified for his work than one who 
works in a branch office of a Lon- 
don Bank and returns with the 
idea of having received special 
training outside India. An Indian 
apprentice in an English hank can 
naturally not get a chance to get ah 
insight into higher banking prob- 
lems. He is more or less attached 
to routine work which cannot bo 
of material assistance to him in his 
future career. Theoretical study 
combined with practical experience 
alone brings about the best results. 


It is desirable to send young Indians 
after a good training in banks in 
India for a practical study of inter- 
national exchange and the various 
problems connected with currency 
and exchange hi exchange banks 
abroad, if it could be arranged by 
Government. Students possess- 
ing high qualifications and having 
good practical banking experience 
would only be able to take real ad- 
vantage of such facilities, provided 
they a, re given genuine opportuni- 
ties of receiving such training. 
Deputing recruits of mediocre abili- 
ty for training in bankhig outside 
India would serve no useful pur- 
pose. 
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•Q. 5. Have you any suggestions regarding the constitution of the Indian 
Institute of Bankers ? 


IReply of the Ghamber of Gommerce, 
Bombay. 

-No suggestions. 


Reply of the Gouncil of the Indian 
Institute of Bankers. 

The constitution of the Institute in 
brief is as follows : 

.Council . — There is a Council for the 
management of the affairs of the 
Institute, which consists of not less 
than 20 and not more than 30 
members. Only fellows of the 
Institute are eligible for election 
as members of the Council. 

At every ordinary general meeting 
one -third of the members of the 
Council retire from office and are 
eligible for re-election. 

'There is a President of the Institute 
who is elected at the ordinary 
general meeting each year, and 
continues in office till the close of 
the next ordinary general meet- 
ing. He is eligible for re-election. 
Only members of the Council are 
eligible for the office of President. 

The Council may from time to time 
elect such of their members as 
they think fit to be Vice-Presi- 
dents of the Institute. 

Membershiji . — There are four classes 
of members, namely : — 

(а) PeUows. 

(б) Associates. 

(c) Certificated Associates. 

(d) Ordinarj'- Members. 

Wellows . — Fellows must be elected by 
the Council. Each applicant must 
be nominated by two or more 
fellows who must certify in 
writing that the candidate is a fit 
person to be elected a fellow. The 
Council have power to elect, as 
honorary fellows, men of distinc- 
tion in the practice or literature of 
banking, mercantile law, political 
•economy or other kindred subjects. 


\ 



'Reply of the, Ghamher of Gommerce, 
Bomba-ii. 
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Reply of the Gouncil of the Indian 
Institute of Bankers. 


A,ssociates . — ^Associates must be elect- 
ed by the Council from those who 
have been not less than 10 years in. 
the service of any banldng estab- 
lishment, or from those who have 
passed the examinations instituted 
or recognised by the Council, or 
from those who, being on the staff 
of a banking establishment, are 
graduates of a recognised Uni- 
versity. Each applicant must be 
proposed by two fellows of the 
Institute, who must certify in 
writing that the candidate is a fit 
person to be elected an associate 
of the Institute. 

Certificated Associates . — Certificated 
associates consist of those membera 
who have gained the certificate of 
the Institute. 

•Ordinary MernberSi — Ordinary mem- 
bers must be elected by the Council 
in accordance with rules from time 
to time prescribed by the Council. 
Ordinary membership is open only 
to those on the staffs of recognised 
banks. 

Q. 6. What is the present position and what in your opinion should be the 
future position of the Indian Institute of Bankers in regard to 
banking education ? , 

Reply of the Ghamber of Gommerce, 

Bombay. 

Its development and functions should 
run on the same lines as the Eng- 
lish Institute of Banlters with which 
it might be afliliated. 


2 B 


Reply of the Gouncil of the Indian 
Institute of Bankers. 

The scheme to form an Institute 
of Banliers in India was launched^ 
with a 'View to have some sort of 
educational institution to train 
young Indian hankers and make 
ithem more efficient an their pro- 
fession. It is the intention and de- 
sire of the Council that the Ins- 
titute should develop and function 
on lines similar to those of the 
English Institute. The examina- 
tions of the Institute are already 
recognised -by some of the banks 
and it is intended that the present 
standard of the examuiation shall 
be maintained. The Institute’s 


voL. n 
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Bcvhiofihe GJiamber of Commerce, Beply of {he Council of the Indian 

Bombay. Institute of Bankers. 

membership at present exceeds 
1,000 and is inereasing every day. 
It is yet early to measure its achie- 
vements in the initial two years, 
but the enthusiasm of its members 
and the measure of success which 
has so far been achieved gives 
hope that in course of time 
the Indian Institute of Bankers 
will occupy a similar position as 
that occupied by the English. 
Scottish and Irish Institutions in. 
their respective countries. There 
is no doubt that the examinations., 
in course of time. %vill be considered 
a principal factor in the education, 
of young bankers in India. 

Q 7. What is the training of indigenous bankers at jjresent 1 

Have you any proposals of a practical nature for the provision of 
special training for this class ? 


Beply of the Chamber of Commerce, 
Bombay. 

('Tl The training of indigenous bankers 
is confined to practical experience 
in the business. 

(6) In the primary schools instruction 
should be given in elementary ac- 
counting. in arithmetical exercise 
in interest, commission, discounts, 
etc. Tliis may be followed by the 
middle and higher schools giving 
instruction in banking subjects, 
co-operative principles, etc. 

In the Universities a special Chair 
might be instituted for this highly 
important subject- 

Lectiues by bankers on banking sub- 
jects should be provided, and law- 
j'ers might lecture on the laws gov- 
erning banking and kindred sub- 
jects. My Committee nave in 
mind the “ Gilbart ” lectures. The 
Institute of Bankers in each centre 
should provide lectures for its mem- 
bers and arrange for them to be 
given in the Universities. 


Beply of the Council of the Indian 
Institute of BanJcers. 

The Council agiee with the reply of 
the Chamber of Commerce, Bomhar . 

The Indian Institute of Bankers are 
arranging a series of 5 or 6 lectures 
to be delivered by stipendiarj' lec- 
turers to memleis In Bombay on 
the following subjects : — 

“ Economics ” and “ Practice and 
Law of Banking ”. 
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Q. 8. What are the prospects, present and future, of Irys trained in 
banking in India ? 

Do you attribute the slow development of banking and specially 
branch banlrnur to absence of trained men in India I 

Reply of (he Chamber of Commeice, Reply of (he Council of the Indian 
Bombay. , Institute of Bankers. 

(а) With the large field available and The Council agree vith the reply of 
the paucity of banlting concerns, it the Chamber of Commerce, Bombay, 
should follow that the growing de- 
mand for banks should furnish 

good prospects for individuals 
tramed in banking. The difficulty 
of providing men of the requisite 
experience and cautious outlook 
will of course be felt for a long time. 

(б) The point that must not be lost 
sight of when speaking of banlcing 
development is that it is not so 
much a question of introducing 
banking m the general sense of the 
word in a country that is devoid of 
bankmg organisation of its own, 
but rather the substitution of the 
Westernised system of joint stock 
bankmg for the existing network 
of indigenous shroffs, sowcars and 
small money-lenders who at present 
provide the main bankmg machin- 
ery throughout the large agricul- 
tural areas of India, It is the sub- 
stitution of one form of bankmg for 
another, and the process must be 
gradual. The immediate prospects 
are the gi’adual substitution of 
Indian trained banking staff for 
the European trained staff and 
thereafter the rate of progi'ess must 
necessarily be somewhat slow. As 
in the legal profession the supply 
will probably ultimately exceed the 
demand, but for some years to come 
the supply will be insufficient. 


2 p. 2 
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No. 64. 

Statement of Evidences submitted by the In(han Insurance Institute, 

'.Calcutta. 

The question of the investment of insurance funds 'is - of considerable 
importance, not only to the particular insurance company concerned, but 
also generally to industrial enterprise in the country. It, therefore, is com- 
>prised within or vitally connected with the problems under investigation 
hy the Indian -Central Banking Enquiry Committee. 

We accordingly beg to present the following note in answer to question 
14 of section V of the questionnaire of this Committee. 

Insurance companies accumulate and have to keep very large funds. 
The interest on these funds being an essential factor in their cal- 
culations, they have to find out suitable avenues for investment enabling 
tliem to earn a fair rate of interest with safety to their capital. The ortho- 
dox theory of investing exclusively in gilt-edged securities is being gradually 
exploded. 

In 1927 at the 'Congress of Actuaries 'held in London, eminent econo- 
mists like Prof. Westergaard and Mr. Hawtrey discussed this question at 
length. Eminent actuaries unfolded the dangers of exclusive investment 
in gilt-edged securities and drew attention to the desirability of invest- 
ing a part of the funds in ordinary stocks and shares of industrial con- 
cerns 

American insurance companies invest largely in ordinary stocks and 
shares. Exhaustive investigations have 'brought out the fact 'that in .com- 
parison with Government securities and debentures in industrial com- 
panies, ordinary industrial stocks and shares have come out .better, show- 
ing both ' appreciation in value and a 'higher yield -of .interest. 

British insurance companies being conservative, are still holding on 
to the gilt-edged security idea and are shy about investing any funds in 
industrial enterprises, or even when they do so, .giving preference to de- 
bentures over shares. During the last War, British companies realised 
the folly of investing largely in Government securities, and since then 
some of them have been taking up debentures of investment trust com- 
panies. 

Indian insurance companies generally follow in the footsteps -of British 
concerns. Most of them invest largely in gilt-edged securities, though 
+here are also one or two enterprising offices which have shown the way 
to other profitable lines of investment. But, an spite -of 'the lessons, of 
the War depreciation in gilt-edged securities, 'none -of them as yet have 
taken to financing industries. It is surely obvious, however, that with- 
out the industrial development of the country, the people of the country 
vnll remain too poor to permit of the due expansion of insurance busi- 
ness. So that the insurance companies are but retarding their own pro- 
gress by failing to support the couritry’’s industries. Moreover, as indus- 
trial concerns return a higher rate of interest than gilt-edged securities, 
exclusive investment in gilt-edged securities means a considerable loss to 
the investing company. At the London Session of the International 
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Congress of Actuaries, Mr. T. B. Macaulay strongly advocated tlie invest- 
ment of a proportion of insm'ance funds in common stocks as a measure 
to combat the trouble of currency depreciation. 

The risks attendant on the investment of funds in ordinary stocks and 
shares should' not of course be ovexdooked', but they ai’e not insuperable. 
Investment an ordinary shares calls for a speciahsed knowledge of indus- 
trial concerns. A prominent actuary has said “investments in indivi- 
dual companies must indeed be looked at more in the way we look at 
the underwriting of individual risks for insurance. Profit or loss in res- 
pect of a particular risk has no meaning^: it is the experience of the group 
which counts'’. That is to say a satisfactoiy total output may be en- 
sured' l)y insurance companies by suitably distributing their investments 
over various lands' of industrial enterprises. "With a company like the 
Prudential with over 200 million pound’s of funds this should present 
little difficulty. But the average Indian insurance company with its 
much smaller resources cannot be expected to- make such distribution in 
an adequate way. v 

The solution appears to us to be for Indian insurance companies to 
invest their funds in Indiam joint stock banks. These banks, being 
thus placed in a position to deal with the pooled resources of several 
companies, -wiU be competent to make a proper and safe distribution of 
then investments over different industrial enterprises. They -will thereby 
earn a good rate of interest and so be able to give a fair return to their 
depositors as well as to keep their deposits safe. Such a policy would 
make the resources of insurance' companies available for financing indus- 
tries, without exposing them to the attendant risks. 

We suggest below some of the ways' in which the resources of insur- 
ance companies may be made available to banks — 

(1) Under the Indian Life Assurance Companies Act of 1912, in- 

surance companies are required' to deposit two lakhs of 
rupees' with' the Controller of Currency in' GovenrUient secu- 
rities. This law may be amended so as to allow of long 
term fixed deposits with some Indian bank serving the same 
purpose, — ^the amount not heing. withdrawable without the 
sanction of the Government of India. The present pro- 
vision of law has two defects: firstly, the cheapest (and, 
therefore, the most depreciated) Government securities are 
purchased by the insurance companies, the market value of 
which remains much below two lakhs of rupees; and second- 
ly, the average interest yield is correspondingly low. There 
is no depreciation in the case of a bank deposit and the 
interest is usually higher. 245 companies are transact- 
ing insurance business dn India. If this suggestion is 
carried into eSect, it will make 5 crores of rupees available 
to the Indian banks. It may be mentioned here that in 
Norway, Sweden and Esthonia the law compels foreign 
companies transacting insurance business to make heavy 
deposits with the national hanl^s. 

(2) A law should be enacted requiring all non-Indian companies 

to make a separate valuation in respect of their Indian 
business and to deposit a reasonable proportion of their 
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liabilities in some Indian banks as fixed deposits. Non- ’ 
Indian insurance companies have invested over Ks. 30 crores 
m India. Mos-t of these investments are in Government 
securities. If some portion of these funds could be diverted 
to Indian banks that would be of considerable help to them; 
at the same time it would make liquid assets available to 
Indian policy holders in case of any crisis. The insurance 
companies concerned will not suffer any loss as these in- 
vestments will fetch a good rate of interest. Eeference 
may be made to the case of Germany where foreign insurance 
companies are required to deposit in Germany at least 10 
per cent, of their premivun income. In Portugal and Den- 
mark foreign insxrrance companies are required to deposit 
the full premium reserve appertaining to their life assur- 
ance business. 

(3) Besides legislation, other measures may be devised whereby 
insurance companies may be voluntarilj? induced to place 
their resom'ces, amounting in the case of Indian insurance 
companies to about 20 crores, at the disposal of banks. 
Por instance if the larger banks issue debentures and the 
same are approved by Government as trust securities, 
they would be suitable for insurance companies. 

Then again, Indian banks and insurance companies might co-operate 
to introduce the system of payment of premium by bankers’ order which 
has recently been very popular in England. Insurance companies might 
waive the extra on instalments in view of the facility of collection 
through Banks which in their turn might undertake the work free of 
charge in view of the profit to be made out of the large funds thus placed 
at their disposal. And, further, convenient methods may be devised for 
the collection of insurance premiums by banks. 

What has been said above would appear to indicate the following two 
points as subjects of fruitful discussion by the Banking Committee; — 

(1) An inquiry into the possibilities of new legislation, facilitating 

the deposit of insurance funds in banks. 

(2) An exploration of the different forms of co-operation which 

insurance companies and banks could enter into with 
mutual advantage. 
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No. 65. 

letter from tlie Honorary Secretary and Treasurer, the Indian Society oi 
Accountants and Auditors, Bombay, dated the 12th June 1930. 

On. behalf of the Council of the Indian Society of Accountants and 
Auditors I have the honour to make this representation to yonr Committee 
on a few points which present ihcmselvcs to auditors of banks and banking 
institutions in India. 

2. My Council agrees that the primarj’^ function of any banking legislation 
In India should be to inspire confidence where it is lacking at jiresent in the 
minds of the public, and specially in the minds of small investors, so that they 
may deposit freely in indigenous banking institutions which when conducted 
•on liberal and enlightened principles, invariably conduce to the .healthy eco- 
nomic and commercial growth of a nation. Keeping that objective in view 
my Council -will now proceed to deal with some points in detail. 

Use of the word “ Banh 

3. My Council suggests that only public limited companies which are 
•established in India to carry on hanking business, as laid down in their me- 
moranda of associations, should be allowed to use the word “ bank ”. It 
follows, therefore, that any private limited company intending to do hanldng 

business in India should not be allowed to be registered in India as a “ bank 
Likewise, an individual or a private partnership should be prohibited from 
using the words “ banker ”, “ private banker ”, or “ bank ” in the name of 
Lis or the firm’s business. 


Foreign BanJes. 

4. My Council is of opinion that in the best interests of the investing 
public in this country it is very desirable that there should he adequate control 
over all British and foreign banks doing business in India. That control 
could be effectively exercised by a' Special Bitiance Committee empowered to 
issue licenses to hanks desiring to start or to continue doing hu.siness in this 
country. In the opinion of my Council some of the requisite conditions on 
which such licenses may he issued should he that they should prepare in pres- 
cribed forma balance sheets and profit and loss accounts of their entire 
business in India and publish and file the same, together with the prescribed 
Form “ G ”, with the requisite authorities as is being done at present byindi- 
•ge nous joint stock banks. They should in addition .file in India the annual 
'balance sheets and revenue accounts of their whole establishments. Tliese 
■non-Indian banks should be compelled by law to register with the reejuisite 
authoritie.s in India all mortgages and charges effected hj^ them, either in India 
• or in the land of their incorporation, and should maintain a register of all such 
mortgages and charges for the inspection of the X)iihfic in India, as has to be 
•done at present by all indigenous hanks registered under the Indian Companies 
Act, 1913. Moreover, in the case of the winding up of any British or foreign 
Tjanks doing business in India, Indian creditors and shareholders should have 
-a priority, or a first charge, over the hank’s assets in India without prejudice 
•.?£o their rights over the assets of the hank situated outside India. 
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Form “ Q 

5. My Council is of opinion that Form •' G ” which has to, be exhibited 
by all banks in India under Section 136 of the Indian Companies Act, 1913,. 
is defective in some essential respects, does’ not meet with the requirements- 
of the public, and, therefore, needs substantial revision. It does not show a 
bank’s liabilities on current accounts, call deposits, savings bank accounts, 
fixed deposits, etc., nor does it show liabilities which are secured fully or- 
partly against the bank’s assets. Regarding the assets of the bank it omits to- 
show cash credits, loans, overdrafts, securities other than Government secur- 
ities, and shares in joint stock companies quotable on the stock exchange.. 
It appears that the main idea of exhibiting Form “ G ” at a conspicuous place 
at the head office and each of the branches of a bank is to show to the public- 
the position of the bank in connection Avith its liquid assets on one hand, and , 
liabilities at call or for fixed period on the other. If that be so, then the 
present Form hardly serves that purpose. My Council, therefore, suggests that- 
Form “ G ” should be revised on the lines shown in appendix I herewith and 
that it should be made compulsory for all banks working in India, and that- 
it should be prepared on Ihe last day of every month and displayed as at- 
present. 


Profit and Losn Account. 

6. My Council draws the attention of your Committee to the provisions 
of the new English Companies Act of 1929 under Avhich it-is now obligatory for 
a public limited company to publish and file at least once in every year its 
last audited profit and loss account -with the Board of Trade in addition to 
the balance sheet. We suggest that a similar provision should also be made 
in connection with all banks ■working in India and that a pro forma profit 
and loss account should be prescribed by law, and that all banks should be-- 
comjDelled to follow it so far as is po.ssible. 


Form “ F ” {Balance Sheet). 

7 (o) My Council is of opinion that the present Form “ F ” (for balance 
sheet) as prescribed under Section 132 of the Indian Companies Act, 1913,. 
according to wffiich banks registered in India have to publish their annual 
balance sheets needs substantial revision on the lines shown in appendix II' 
hereivith. It is sngge.sted that all non-Indian banks working in India, whatever • 
be the country of their incorporation, should be compelled to publish in the 
prescribed Form “ F ”, audited balance sheets of their affairs in India as has - 
been the case so far wdth the banks registered in India. 

7 (b) My Council suggests that the present practice of publishing audited! 
balance sheets of joint stock banks registered in India at least once in every 
financial year be continued and that all banlcs working in India, wherevne 
registered, should be compelled to do likeAvise. 

■ 7 (c) In coimection Avith the item of debts considered good ” appear-- 
ing in tJie balance sheet it is A-erj'- necessary that the various classes of the - 
debts, and the nature of Securities against Avhich they are secured, should be • 
clearly stated on the balance sheet in a clas.sified form as mentioned in appen- 
dix II above referred to; / 
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7 (d) Loans granted by a bank to a liimted shown, 

which are also directors of the lending bank, shou u banks’ 

Similarly, loans granted to a limited company inw^- 5 
directors are members of the managing agents him siiou a 

separately. 

7 (e) Loans granted by a bank to its directors, cur- 

manager, and secretary, including the sums repaid by them during^^ 

rency of a financial' year,, should be stated separa e y one heading 

with> 03 ier classifications. They should not be uP un^^^^ beaa g 

with the loans granted by the bank to its other ofiicer < P 

7 (f) Investments of a bank should be classified as (1) trustee 
(2) shares in joint stock companies quoted on the a irs. We 

in subsidiary companies, (4) debentures, and (ol o h of the 

suggest that it should be made obligatory by law c ’ should be valued 

kinds referred to in this paragraph, which are be ^ ^ 1 ^ ^j^at this 

for the purposes of its balance sheet at or under maiket price, anai^a 
fact should be clearly stated on the face of the balance sheet. 

7 ig) We suggest that reserve and other of qid^^oSd 

specific purposes should be separately stated in the balance sheet and should 

not be lumped up under one heading. 

7 (7)) Liabilities of a bank on current accounts, anriMU& 

fixed deposits accounts, as w'ell as liabilities for bills accep , =hould- 

borrowed from other banks should also be stated separate y 
not be mixed up under one heading. 


A Special Stalvie. 

8. Banks which are limited liabihty companiesregistered in India are at 

SplSS^ otearCoumfil tha^^ f 

governed by a separate and comprehensne Act oi tiic inau. . _r„. 5 .;jpnt 
fg the case with insurance companies ^o-operatn e soeiet , P ^ 

insurance societies, etc. In this connection ° J 

should be allowed to start or carry on its business unless at least per cent. 

of its subscribed capital is paid uj) . 


Uncalled Capital. 

0 My Council is of opinion that there should be a 

etimulategreaterconSdenoeintheimndsof the mvestmg pi.Mia astotha pos. , 

tion of the banks and banking institutions in the country. 
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Sijdemof Managing A gencij. 

1 0. My Council is of opinion that the system of managing agency as ap- 
plied to joint stock banks in India is both unnecessary and undesirable. Al- 
most all leading banks in India at present, Indian as "well as non-Indian, are 
being run without being controlled by managing agents, and there is no 
reason why as a result of the experience gained of the system of managing 
agency in India, a statutory provision should not be made before it is too late 
prohibiting the advent of managing agents in the field of banking. 

Auditors. 

11. My Council is of opinion that any persons may be appointed as 
auditors of banks working in India whose names are em'olled on the Indian 
Begister of Accountants, shortly to be o])ened under the authority of the 
Governor General in Council under the Indian Companies (Amendment) Act, 
1030. My Council is strongly against the idea of restricting the selection of 
bank auditors to only a few among the fiualified auditors who may bo favoured 
by Government with some kind of special permits to conduct bank audits. 

12. In this connection my Council draws your attention to the provisions 
of the Dominion of Canada Bank Act, 1923, under which auditors of Canadian 
banks are appointed every year by the shareholders on condition that no 
auditor or firm of auditors shall remain in office for more than two consecutive 
years. A similar provision in India might give more chance to the investiug 
public to have control over auditors and might inspire greater confidence 
in the minds of the Indian public to invest their hoardings in banks. For the 
information of 3'our Committee the relative clause of the Canadian Act is 
quoted hereunder ; 

“The shareholders shall at each annual general meeting appoint two 
persons, not members of the same firm, whoso names are in- 
cluded in the last published list, to audit the affairs of the hank 
but if the same two jjersons or members respectively of the 
same two firms have been appointed for two years in succession 
to audit the affairs of any bank, one such person or any 
member of one such firm shall not be again appointed to audit 
the affairs of such bank during the period of two years next 
following the term for which he was last appointed.” 

!My Council thinks that a provision in India on similar lines to the Canadian 
law might be considered with advantage bj’ your Committee. 

13. My Council is of opinion that banks should be prohibited by law 
■from granting loans to their auditors either jointlj' with other persons or 
severally, on short or long term, with or without secxirity. Loolang to the 
.position occupied by a bank's auditors it is imperative that such advances 
made either directl}^ or indirect^ should be prohibited by law on principle.** 
of public policy. Such advances are prohibited bj' statutes in many countries, 
• e.p., in the State of Victoria (Australia) and in Canada bv' their respective 

Companies Act of 1915 and the Banlc Act of 1923. For the information of 
your Committee wc quote her.'’nndc.r Section 12n (4) of the Companies Act, 
1915, of the Stale of Victoria (Australia) : 

“ No person shall be competent to be appointed or act as auditor who 
is or becomes indebted to the company. If any person after 
being appointed an auditor becomes indebted to the company 
his office shall thereupon become vacant.” 
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Indemnify Clause, etc. 

t 

14-. My Council notes that of late there is an increasing tendency to in- 
sert an indemnity clause in the articles of association of joint stock companies . 
in India relieving their directors and auditors from all liability for negligence 
in discharge of their duties except on the grounds of ivilful default or dis- ’ 
honesty. We suggest that, as has' been done under the New English Com- • 
panies Act, 1929, such a clause be declared void in the case of banks in India. , 
We also suggest that the auditors of a bank should be allowed to attend all , 
•^general meetings of the bank without any hindrance. 


Insolvent Directors and Officers. 

15. We would suggest that there should be a legal prohibition against 
anybody who has become a banlcrupt, or filed a schedule in bankruptcy from 
being allowed to be a director, managing director, or manager of a bank 
working in India. We note that a somewhat similar recommendation was 
made in the Report of the “Greene Committee” (paragraphs 56 and 57 j 
that was appointed to revise the old English Companies Act, 1908. 


Loans to Directors and Officers. 

16. My Council is of opinion that advances to directors of a bank either 
jointly or severally without full security should be prohibited. The amount 
of all loans advanced to or guaranteed by a director (and any amounts re- 
paid) during the period, and the nature and amount of security given by him 
to cover the loans should be clearly stated in the balance sheet. Moreover, 
any loan granted to a director should be authorised by the Board of Directors 
of the bank. If, however, for any reason your Committee decides not to re- 
commend a statutory prohibition against the grant of loans to directors of a 
bank without full security, then it should be provided that such loans or ad- - 
Vances given to a director (including loans or advances repaid) are clearly 
and separately stated in the balance sheet as shown in appendix II herewith. 

17. My Council suggests that loans granted to or guaranteed by other 
-officers or employees of a bank of whatever amount should be authorised by 
the Board of Directors and snould be clearly and separately stated in the ■ 
'balance sheet as shc)wm in appendix II herewith. 


Statem enis of the affairs of a hank. 

18. My Council suggests that in the case of all banks in India there should 
•be a statutory provision on the lines of Section 64 of the Dominion of Canada 
Bank Act, 1923, which runs as follows : — 

“ Directors shall also submit to' the shareholders such further state- 
ments of the affairs of the banks as the shareholders require 
by bye-law passed at the annual general meeting or at 
any special general meeting of the shareholders called for the 
' purpose. ” - 
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Winding up. 

19. We are of opinion that in the case of liquidation of a bank in India, 
there should be a statutory provision for the appointment of a Committee 
of Inspection on the lines similar to the English Companies Act, 1908 and 
19291 Such provision would inspire confidence among the creditors of a 
bank and serve as a wholesome deterrent on the directors, officers and li- 
quidators of banks in general. Moreover, in a country like India where 
depositors and shareholders are not generally so wnll-informed as in the 
countries of the West, and have little effective control over their directors and! 
officers, it is all the more necessary that a provision of this kind should be 
incorporated in the statutes so that the interests of investors maj^ bo looked, 
after by their own representatives during the condtict of liquidation. 

20. My Council is further of opinion that no person who was a director,, 
auditor, officer or employee of a baiilc prior to its compulsory liquidation,, 
or who holds any other place of profit under it, should be allowed to be a 
liquidator of the bank. 

21. The Council would like to draw the attention of your Committee to- 
a fundamental change of principles that has taken place in England reccntlj^ 
under the English Companies Act, 1929, under the provisions of which the 
conduct qi liquidation of anj’’ company is mainly vested in the hands of the 
creditors of the company on certain conditions. In the interests of the in- 
vesting public who have a greater stake in the liquidation of a bank than- 
its shareholders such a practice should also be followed with advantage in India.. 

22. Regarding the powers of the liquidators we have to invite the atten- 
tion of your Committee to the dangerous practice that is sometimes followed- 

laying down- certain conditions in the resolutions appointing the liquidators 
in voluntary liquidations wliich would deprive the liquidators of some of their 
powers generally vested in- them by law. In a recent Indian case before the- 
Privy Councilthis unhealthy practice came under criticisms of their Lordships- 
My Council recommends that such restrictions on the rights and' liberties 
and duties of liquidators should be prohibited in the best interests of the: 
public. 


Restri'-tions on Binlis' Business. 

23. Regarding the' business of a bank my Council suggests- that banks 
should not be allowed to advance any loans on the security of- their own sharcs- 
as this may lea d to the banks getting direct to indirect control over their shares . 

My Council further recommends that no bank should be allowed to hold 
any real or immovable property except banlr premises for its own use for more 
than a maximum period of years to be prescribed by law. In the opinion of 
my Council such a statutory provision would effectively prevent banks 
in India from locking up for an extended period large sums of money in doing- 
business in landed properties which otherwise would have found their right- 
ful place in financing the trade, commerce and industries of the country.. 
In this connection wo may add that in Canada a similar provision has been, 
enacted under the Dominion of Canada Bank Act of 1923 and it runs as here- 
under : 


“ No bank shall hold any real or immovable property, howsoever ac- 
quired, except such as is required for its own use, for any period 
exceeding seven years from the date of the acquisition thereof,. 
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or any extension of such period as in this Section provided, 
and such property shall be* absolutely sold or disposed of 
within such period, as the case may be, so that the bunk 
shall no longer retain any interest therein by way of security. 

The Treasury Board may direct that the time for the sale or disposal 
of any such real or immovable property shall bo extended for a 
further period or periods, not to exceed five years. 

The whole period during which the bank may so hold such jjropcrty 
. . under the foregoing provisions of this Section shall not exceed 
twelve years from the date of the acquisition thereof.” 

24. In conclusion I may add that my Council has not attempted to deal 
■Avith all questions set forth in the questionnaire of your Committee but, as 
mentioned before, has only touched upon those points, regarding the accounts, 
•audit, and organisation of banks in India, that present themselves frequently 
•to t.be notice of a uditors. 
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APPENDIX I. 

Peoposed Fobm “ G FOB Banks. 

1. The share capital of the Bank is Rs. . divided into shares of Us. 

each. 

2. The number of shares issued is . Calls to tl e amount of Bs< / 

per share have been made, under vliich the sum of Rs. has beeni 

received. 

3. tJncalledliability of the shareholders on shares subscribed is Rs. 

at Rs. per share. , 

4. The liabilities of the Bank on were : — 

. - Rs. 


, (a) On Current Accounts, Call Deposits, and Savings Bank 
Accounts . - . ■# . . , , 

(6) Fixed Deposits . . . . . . ' . 

(c) Due to Banks, Agents and Correspcndcr.ls 

(d') Duo under the Security of the whole of the assets sl.ov n 
below ........ 

(c) Due under the Seourity of the part of assets shovn 
below 

{/) Bills payable and other sums due by the bank . * 

5. The Assets of the Bank on were : — 

(a) Cash in hand, at Banks, and bullion on hand . . 

(b) Government and Trustee Securities at or below market 

price • *••••••« 

(c) Shares in joint stock companies quoted on the Stock 

Exchange at or below market price . . . 

(d) Other Securities and papers ..... 

(c) Cash Credits, Loans and Overdrafts .... 
(/) Bills discounted less rebate thereon . . , , 
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No. 06. 

Lector from the Secretary, Indian Tea Planters’ Association, Jalpaiguri, 
No. 55 — 30, dated 22nd February 1930. 

I have the honour to forward herewith our Association’s note on tea 
finance of Jalpaiguri, Duars and Terai gai'dens for your Committee’s hind 
information. 


Note on Tea Finance of Jalpaiguri concerns. 

Capital and other sources . — ^hlost of the Indian owned Jalpaiguri Duars 
gardens are limited liabihty companies with a share capital. There are a 
few private gardens also. owned by private proprietors. For companies 
started during recent years an admission fee jier each share is generally 
charged on the shareholders for an amount varying from l/5th to the 
full face value of the share. This admission fee is generally treated as a 
sort of a loan and Is generally repaid before distribution of any dividend 
by the company but it does not bear any interest. The admission fees 
are thus refunded to the members before any dividend is declared and 
paid. The idea is to make the capital of the company not too high and 
the admission fees are utilised to meet the initial capital expenditure 
such as price of land, etc. The admission fee is realised along with the 
application money and the share money is usually called in several instal- 
ments of small amounts spread over 2 years or more, in a few instances 
some companies have sold a limited number of shares to the public at 
suitable premiums. 

Finance of neio gardens . — As the capital is never big the admission 
fees and the amount received on capital account cannot run the property 
very long and in many cases after a period of say two years or so outside 
finance is required for the development of the property. These finances 
are usually obtained from the managing agents, money-lenders and other 
capitalists on the mortgage of the gardens and appurtenances and unpaid 
call moneys and other assets and properties of the company and the 
amount is borrowed for the period of development say from 7 'to 10 years 
at a rate of interest varying from 9 per cent, to 15 per cent. Besides the 
usual interest, commission on the sale proceeds of tea varying from per 
cent, to per cent, has to be paid to the agents or financiers. Usually 
from the 4th year the crop is available from the plantations and additional 
finances are then obtained on the hypothecation of crop from the managing 
agents, stock banks, or the firms of tea brokers on the guarantee of the 
managing agents. The usual rate of interest charged for such finances is 
from 3 per cent, to 2 per cent, over the bank rate with a minimum of 
7 per cent, to 8 per cent. The tea brokers are to be paid brokerage at 
1 per cent, for selling the teas hypothecated and the managing agents 
charge commission varving from 2i per cent: to 74 per cent. Frequently 
when the requisite finances are not available or cannot be promptly 
obtained, the promoters and the directors have to borrow from other 
sources either banks or loan offices or Marwari merchants or other 
■money-ienders on their ovm personal liability to finance the garden. In 
normal years, t.e., when the price of tea is satisfactory and the companies 
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make profits there is not much difficulty in getting such loans but the 
resources and financial prosperity of the j)eople of Jalpaiguri depend mostly 
on tea, and when in a lean year prices of tea are low very, great difficulty 
is experienced in obtaining such loans; and when loans are available, a 
very high rate of interest even up to 24 per cent, or more has to be paid. 

Finances of old established gardens . — Some of the old gardens have 
got some reserve funds which are in some i;ases partly utilised in meeting 
the expenditure for the first few months of the season. But the usual 
finance is generally obtained on the hypothecation of crop of the season and 
ordinarily an advance from 60 per cent, and upwards of the estimated 
revenue of the season is obtained at a rate of interest at 1 per cent, over 
bank rate with a minimum of 7 per cent, to 8 per cent. Some Indian 
banlrs (joint stock companies) and the Marwari money-lenders and the 
local financiers charge higher rates.. The big joint stock banks of 
Calcutta including the Imperial Bank of India often entertain such pro- 
posals on the guarantee of the tea brokers through whom the teas of 
such Indian concerns are sold in Calcutta. These brokers have to be 
paid brokerage commission, at 1 per cent, over and above all other charges 
such as godown charges, sampling charges, sale charges, tea cess, etc. 
This debt is paid o^ by and by from the sale proceeds of teas and 'the 
surplus is credited to the accounts of the company. 

The Imperial Bank of India does not as a matter of fact finance the 
companies directly on h 5 'pothecation of tea crop unlike other joint stock 
banks and they require a guarantor usually a firm of repute of tea brokers 
or European firm of managing agents. The inevitable result of which is 
that most of the Indian concerns do not get finance from the Imperial 
Bank. The local banl^s of Jalpaiguri advance money direct to the con- 
cerns without any such guarantor on hypothecation of crop at interest 
* varying from 9 per cent, to 10^- per cent. As the finances of the local 
Jalpaiguri Banking and Trading" Corporation, Ltd., the Jalpaiguri Lakmi 
Bank, Ltd., and other local banks are rather limited, they are rather handi- 
capped during periods of depression in tea market when the amounts of 
deposits become less. In lean years old concerns who have got some 
reseiye can somehow tide over and meet their running expenses without 
perhaps very much difficulty but the new concerns are always hard hit as 
their programme of development has to be cut down and the time of 
declaring dividend or making profits recedes further. 

In other words, if a new garden expects to be self-supporting in say 
6 to 7 years’ time normally, it has to wait another 3 or 4 years or even 
more because it has nob been able to make the necessary expenses for 
scientific manuring, the supply of costly machinery and the upkeep of 
sufficient labour force. In extreme cases such new concerns have no other 
alternative than to wind up. The new infant Indian tea and other mofussil 
concerns can be certainly protected against these difficulties and ruin in bad 
years when they cannot get sufficient money and with timely help they 
can easily become self-supporting and prosper immensely if the Imperial 
Bank can be induced to advance finances to those concerns of course with 
the local banks to support them as additional guarantors for due repayment 
of finances. The Imperial Bank can help these new indigenous industries 
in another way also. The local banks and loan offices generally advance 
money to tea gardens and other indigenous industries on mortgage of 
garden and factory and all other lands and appurtenances and hypotheca- 
tion of crop and assets and uncalled share moneys. The Imperial Bank 

■ 2 s 2 
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can also be persuaded to finance these local banks or loan offices on the 
security by assignment of these mortgage deeds say up to 90 per cent, or 
even up to 80 per cent, of the secured amount of the loan finance, with 
additional guarantee by the said local bank or loan office for due repayment. 
The Impenal Bank thereby runs no risk for those advances but these local 
banks and loan ofliccs obtain great help and facility io help with these- 
finances larger number of concerns, with this financial help from the 
Imperial Bank. Of course in such a case the Imperial Bank must make 
due enquiries about the sufficiency :md soundness of the securities and 
may advance only when it is fully satisfied about the same. 

At present the Imperial Bank finances gardens on hypothecation of 
crop system on the guarantee of any of the Calcutta tea brokers’' firme 
cnly, vis. : — 

A. W. Figgis & Co., 

W. S. Cresswell & Co., 

Carrit Morgan & Co., 

J. Thomas & Co. 

And the Imperial Bank does not ns a rule finance on crop hypothecation 
cn the guarantee of the local banks or local managing agents or local agents. 

It would be a great help to the industry if the Imperial Bank can be 
induced to take up finances of gardens on hypothecation of crop and mort- 
gage of garden and assets system with on additional guarantee from the- 
local banks or local managing agents. 

We understand that a few years ago the premier local bank of Jal- 
paiguri, vis . ; — the Jalpaiguri Banking and Trading Corporation, Ltd., was 
prepared to stand guarantor for some local Indian tea concems for finances 
to the Imperial Bank at Jalpaiguri hut the latter refused to finance those 
gardens on that condition. 

We thinli the Imperial Bank of India Act provides for financing of 
tea gardens on hypothecation of crop system. But we are not sure 
whether the Imperial Bank is allowed under the present enactment to- 
advance moneys on mortgage of tea gardens and lands and appurtenances 
and other assets, etc. If the present enactment does not cover this, then- 
Government may he approached for amending the enactment. 

There is a strong rumour prevalent in Jalpaiguri and also in Calcutta 
circles that there has been a sort of understanding amongst Calcutta banks 
that none of them would finance or in any way help any mofussil bank or 
loan office which might have taken up financing of any Indian tea con- 
cerns or are helping with finances for expansion of business of other sorts 
of Indian concerns. Due confidential enquiries should be made to ascertain 
if it is a fact, and if so, due steps should be taken to discourage and prevent 
any such course of action by the Calcutta banks. 

Control of the indvstnj , — At present the Indian industry’- is practically 
controlled by a few firms, of brokers, agents and buyers. Tlie local buying- 
of tea has been concentrated in the hands of a -fe-w people such as (Brook- 
bonds, Harrison and Crossfields, and Liptons, etc.) and they, therefore, 
control prices effectively. Even though during the present depressing 
condition of the tea. trade we are selling our teas practically at the cost of 
production, the consumers do not nuich benefit thereby as the market 



661 


retail prices have not practically fallen. Distribution of tea is mainly con- 
trolled by these firms of buyers and they practically control and dictate the 
trade. This ruin of buyers has become possible because large tracts of 
land have come under tea principally in Java and Sumatra and the buyers 
■exploit this bogy of over-production but the world’s consumption is also 
increasing and 'would increase more if the retail prices were cheai^er. This 
is a great problem. 
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No. 67. 

Letter from the Karachi Indian Merchants' Association, Buyers and 
Shippers Ohamher, dated 25th August 1930. 

Our Committees have directed us to offer the following observations 
for your Committee’s consideration. We had submitted a detailed memo- 
randum to the Provincial Banking Enquiry Committee of Bombay, and 
herewith enclose the same for your reference (not printed) as we propose 
to refer only to those questions here, which we have not directly discussed 
in the enclosed memorandum. 

The main purpose, we take it, of your enquiry is to provide a new line 
of approach for the revival of the Eeserve Bank scheme and incidentally 
to instruct the public opinion as to the requirements of the country in 
matters of banking. We, however, find that your questionnaire deals 
severally with the following problems, vie . : — 

1. Industrial Banks and credit facilities lor India’s main industries. 

2. Einancing of foreign trade. 

3. Eegulation of banking. 

4. Banking education. 

5. General Banking organisation and money market. 

We would take these questions one by one and summarily discuss their 
aspects, as they strike to our Committees as important. 

1. Industrial Banhs and credit facilities for India’s main industries . — 
Industrialisation has made very little progress in the country and the open 
door policy of the free imports of subsidised and, therefore, clieap foreign 
manufactures is responsible for it. In spite of (a thoroughly watered) pro- 
tection, initiated by the Government of India in solitary instances, the 
industries in India are neither large nor varied. This accounts for fhe 
curious phenomena of large balances often lying unemployed with Indian 
banks even though joint stock banking is in its infancy in India. Our Com- 
mittees, therefore, feel that the progress of industries is vital to the progress 
of banking and hence have no hesitation to aver that a thoroughly pro- 
tective policy for Indian industries is a first step towards initiating sound 
banking progress in India. 

Industrial banks should be started in all provinces both on co-operative 
as well as other lines. These should be helped by Government by 
way of free deposits, etc., and should have all opportunities to utilise Gov- 
ernment machinery like a Statistical Department for safeguarding their 
operations. If necessary, a certain percentage of profits should be 
guaranteed to the industrial banks, as was done elsewhere. 

These banks should specialise in: — 

1. Advancing long term loans to industrial concerns on the security 

of their business and/or of assets. 

2. Promoting industrial enterprises by partly underwriting capital 

issue or by negotiating loans for indigenous industries. 

These banks should by right have a voice in the directorate of the 
industries they finance. 

These banks should abstain from any operations which are alien to* 
their main functions and their directorate should keep away frorn specula- 
tive enterprises. The Grossbanken of Germany has been described as a 
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model by tbe Industrial Comnaission and so is the banking in Japan. The 
industrial banks in India should, therefore, have the main features of both 
these, adapted to local needs. 

We will refer to credit facilities under the last section. 

2. Financing of foreign trade . — ^This is mainly done by the foreign 
exchange banks because the foreign trade is mainly in the hands of the 
foreigners. 

These banljs also particij)ate in inland trade as in the case of piece- 
goods trade of Delhi and the leather trade of Cawnpore. The onerations 
of these banks, apart from facilitating export of raw produce from Enel and. 
result in the transfer of a large amount of funds to London by purchase 
of Indian export bills. 

This necessitates another set of operations for returning their funds to 
India where requisite. This is effected only by transfer since the Govern- 
ment of India, have started purchasing sterling bills. 

The import trade is financed, to an even greater extent than the export 
trade, by these foreign banks, who, as a rule, do not rediscount the import 
bills in India. As is pointed out by Professor Keynes (Indian Currency" 
and Exchange, page 212) there is prima facie some danger to the stability 
of the Iridian financial system in the fact that its toaoney market is largely 
financed by funds raised, not permanently, but by short periods in a distant 
foreign centre. 

. During recent years, however, the exchange banks have found an 
increasing volume of funds in India itself. A glance at the following table 
vriil prove this conclusively. 


Table One. 


Year. > 

No. of 
Exchange 
Banks. 

deposits in 
lakhs of 
Enpees. 

1817 . 


« 

• • • • 




3 

62 

1819 . 

• 


. 


t 


6 

753 

1900 . 


• 

• • • 




8 

1,060 

1910 

• 

• 

• • • • 

t 

• 


11 

2,479 

1913 

. 

f 

• « • * 

* 



12 

3,103 

1918 

. 

• • 

« * » * 

« 



13 

6,186 

1920 

. 

* 

» * V < 

< 



16 

7,480 

1921 

. ■ 


ft** 

» 



17 

7,619 

1923 

• 

. 

■ • • • 


« 


18 

6,844 

1924 

. 

• 

• C • • 


« 


18 

7,063 

1925 

* 

. 

* t » * 




18 

7,064 

1926 . . 

‘ 


, • > » • 

■ 


> 

18 

7,164 
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■ Ifc will be seen that these banks are evidently enjoying considerable 
confidence of the depositing public, wbicli confidence, however, is really 
the result of the monopoly of foreign trade, both export and import which 
itself is inninly in the hands of foreign houses. The prosperity of those 
banks, specially of those which are not merely agencies of large foreign 
concerns but are doing considerable business in India and outside India 
with Indian money, can be gauged frdni the following table. 


I'able Two. 





Deposits. 

Cash Balances. 

No. of Banks. 

Paid up 
Capital 
(£1,000). 

Reserve 
and rest 
(£1,000), 





<•5 . . . 

9,644 

10,471 

73,633 

5,10,724 

14,234 

•73,299 

13 . . . 

67,'769 

60,119 

8,96,353 

■2,04,698 

1,22,052 

33,986 


It will be seen that the banks'^ keep in India a balance that is out of 
proportion to the deposits in comparison with both these items under the 
‘out of India’ columns. 

Our Committees would strongly advocate restriction against the opera* 
tions of these foreign banks. The foreign domination of export and import 
trade is mainly due to the operations of these banks, just as the prosperity 
of these banks is mainly because of the foreign dominations of the export 
'and import trade. 

A. writer in the Indian Review of Madras (February 1923) states inter 
alia regarding the need of Indian exchange banks, — 

“One main reason why the foreign trade of India is in the hands 
of foreigners and not of Indians is that the latter possess no 
exchange banks of their own. The foreign exchange banks 
which at present do business in India, through their branches 
established here finance foreign firms only and fomigij 
businessmen and w'ere made for that purpose alone, if any 
Indian firm happened to get the benefit of them, it is only 
after the foreign firms’ wants are satisfied. The foreign in- 
surance companies in India, are said, on the same authority, 
‘to get indirect help and support which are the very breath 
of their business from the foreign exchange banks, in that the 
latter recognised insurance policies with the former without 
objections whereas if the insurance company happens to be 
an Indian concern, objections are always raised’ 


♦Note. — B anks doing business on big .scales in India, not being mere agencies of 
foreign houses; - — - * — • — - — - ^ 
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The foJlo’n'ing appeared in ‘The Indian Insui’ance’ for September 
1928:— 


“It has been the experience of some of the Indian insurance com- 
pames, that when their policies were handed over by parties, 
non-Indian banks have either refused to acceiit them or Jiave, 
in many instances, given hints to the customer that all future 
policies should be taken from British co!mj)anies.” 

The Indian joint stock banks having no access to the London money 
market have not engaged, till date, in the exchange business and our Com- 
mittees recommend that until Indian banks find it possible to operate 
these marts, the Government of India should convert the Imperial Bank 
of India into an exchange bank and do all the transactions through 
that medium. This will give an impetus to Indian exchange banking 
by training; the personnel required for such enterprise. The Imperial 
Bank of India should be made to function as the necessaiy training 
groimd for the purpose. 

3. Regulation of Banking and (5) General Banking Organisation . — Our 
•Committees are in favour of audit and examination of bank accounts by 
persons duly qualified and certified by the Institute of Bankers. We also 
favour registration of all banking concerns that are limited or have 
more than a certain number of partners, including even foreign banks doing 
business in India. We should also suggest that the term ‘bank’ should be 
restricted to joint stock companies of shareholders with a capital not under 
■five lakhs of rupees, unless such concerns are co-operative. 

Regarding bank failures in India our Committees feel that oven 
though failures have sometimes been due to frauds, etc., the reasons 
which are mainly behind bank failures everywhere, including Europe and 
America, are two noted factors : undue panic and inadequacy of outside 
help. The Indian joint stock banks are so few and far between, with 
naturally limited resources, that in times of undue stress they are 
hardly able to maintain their own position against heavy odds. The 
non-Indian banks have in all such cases played a waiting game. Unless 
Government, the Imperial Bank, and the foreign banks are under a 
legal or a moral obligation to stem the rush on Indian banks, when such 
■rush is unjustified, the position of Indian banks would be ill-guarded 
at best. 

Another recommendation which we have already submitted to the Pro- 
vincial Banking Committee may be repeated here. There should be an 
Act to prevent vexatious complaints from creating ill-feeling against Indian 
banks. 

The position of the joint stock banks would be much better if the Im- 
perial Bank was a Central Bank of the English or the Continental type. 
In that, case, it would be a Bankers’ Bank, instead of being a competing 
bank itself. The Imperial Bank’s aim was to develop the banlring habit 
in the country and to act as the custodian of the national balances. These 
balances couid be very well utilized to assist Indian banking, Indian 
Industries, and Indian trade, if the Imperial Bank was a Bankers’ Bank. 

The Imperial Bank being made to open, hundred branches under 
Charter has resulted in its unduly ‘competing with the Indian joint stock 
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banks and proving a material, handicap to their progress at several centres^ 
According to the Eoyal Commission on Indian Currency and Pinancei’ 
Minutes of Evidence, 1926, Vol. IV, page 479, thirty-two branches were 
working at a profit at that time and fifty-six branches were working at a 
loss. It is possible that the position is somewhat better to-day, but the 
capital that these branches have succeeded in attracting is so much loss 
to the Indian joint stock banks. 

Table Thbee. 

Ef, Crores. 

Cash balance of current accounts of all now brandies , , 3’ 10 

Savings Banks balance 1' BS 

Fixed Deposits . . . • , . . . I 7 3* 57 . 

Note. — From evidence given by Mr. Norman Murray to the above Commission. 

If the above statement is read in the light of Table Pour given below^ 
our contention would appear to be sound. 

Table Egdb. 


No. of 

branches No. of Joint 

Provinces. of the Stock- 

Imperial Banks. 
Bank. 


Assam 2 4' 

Bihar and Orissa . . . . . , , , 0 26 

Bengal • . . . . . . ... 15 Cl 

Bombay 23 49- 

Central Provinces . . . . , . . 10 14 

Madras . . . . . . . . , 33 ■ 107 


[Ml 


United Provinces ....... 23 ■ 87' 


Note. — Partly from the report of the Controller of the Currency, 1926.27. 

The conipetition of the Imperial Bank with the Indian, banks has oftert 
resulted in reduced money rates. It may be pointed out, however, that in' 
ncirmal times the Indian joint stock, banks ha-ve, had, large borro-vungs from 
the Imperial Bank,, often the borrowings -being double than .their., balances. 








m 


Tvilh the Imperial Bank. The evidence produced before the Currency Com- 
mission gives the following table on page 479, Volume IV. 


Table Bive. 


Month. 

Balances. 

Borrowings. 

1924— 






Rs. Crores. 

Rs. Crores. 

February 

• 1 


• 



4i-7i 

8—94 

March . 

• • • 


• 



3i— 6 

9i-9| 

April 

• • « 


. 



4— 6f 

7f— 94 

May 

• • • 


. 



4i-6 

6|-8 

Juno 

1 « « 





4i—7 

4i-7i 

July 



• 




3—5i 

1926— 








February 


• 

• 

• 

• 

4i-7i 

34—5 

March 

. 

. 

. 

• 

• 

5i-8 

4i— 6 

April 

. 


. 

• 

• 

4|— 7 

4i— sj 

May 

• 

• 

• 

• 

t 

4— 6f 

3i-5i 


This table is also interesting from the view point of accommodation 
of credit changing in volume during the two “seasons”, slack and busy, 
about which we would write later. The above figures, however, include 
borrowings by foreign banks as w^elL According to the Evidence, Volume 
II, page 360, the relative position on this score of the different banks in 
March 1925 was as follows: — 





Table Six. 

Advances. 

Rs. 

Deposits. 

Rs. 

Indian Banks 


• 

b 

p • • • » 

360 lakhs. 

185 lakhs, 

Other Banks 

• 

• 

• • • * • 

Table Six (a). 

223 „ 

576 ,, 


I 

No. 

Capital 

and 

Reserve. 

Deposits. 

Imperial Bank 

p 

• 

• 


10-55 

83-29 

Exchange Banks , 

• 

• 


18 

13,831* 

70-54 

Joint Stock Banks . . 

• 

• 

• 

74 

ir 78 

57- 90 


* In foreign countries. 

\OTE. — Oat of 74 Indian Joint Stock Banks BQ per cent, of columns 2 and S 
above belong to 4 banks only. (Tarapada Das Gupta.) . . 
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This incidentally shows the needy circumstances of Indian banks, partly 
•due, no doubt, to the iact that in no less than a hundred places they com- 
pete often unsuccessfully for the deposits of which the Imperial Bank alone 
.attracts over eight crores as shown above. We may sum this section by 
pointing out that Indian banking compares very poorly even w'th, say, 
Irish banking. 

The following table will amply prove how impoverished is the condition 
'Of the Indian joint stock banking. 

Table Seven. 

In millions of £s. 


Banks. 

1 

Capital • 1 
and 

Reserve. 

Boposits. 

Bank 

Clearing. 

'Great Britain . 

. 

• 

« 

! 

» 1 

201 

2,417 

40,437 

Ireland .... 

• 

• 

• 

• 

100 

1,000 

20,0'10 

India .... 

• 

• 

• 

• 

16 

158 

1,262 


Note. — T hs fijures aro doduced from fcho Construction of Professor Jain (Indi- 
gansDUS banking in India, pago 174) Indian figures, bssidos, include the deposits of 
the esihange banks daing business in India and are converted into stbrling @ l/6d. 
ratio tnougli they are only for one year 1925-26. The relative position is fairly true 
dor all times. 

4. Banldng Educatio7i and Banking Organisation . — ^There are no facili- 
(ties for practical training in banldng. All the banks, including the 
exchange banks, when registered in India should be obliged to provide 
suitable training to Indians. The Institute of Bankers can certainly do very 
.useful work in this direction. The indigenous bankers get their training 
from early participation in the transactions of the house. There is, how- 
ever, neither method nor continuity in this. A suitable scheme of education 
in this line should be formulated by the Indian Institute of Bankers. 

The genius of Indian banking, though not yet adapted to modem 
methods, is yet of gi-eat virility and expansiveness. Even to-day on a rough 
■estimate, there are thousands of houses in India doing the business of 
banking, including acceptance of deposits. 

If the operations of these shroffs and modern banks are correlated, 
instead of lying outside the influence of each other, banking in India would 
develop at a steady pace. The ruin of the indigenous banker is not so 
much due to these antique methods as to the factors which have made all 
banking impossible in India. Before the days of the agency houses of 
Calcutta and the succeeding joint stock banks, dating from the middle 
of the last century, the indigenous bankers were the only bankers to the 
East India Company, and weilded dominant influence in the State finances 
as sucTi. 

Even to-day their operations comprise large scale operations. Accord- 
ing to' one authority they amount to nothing’ less than a 100 crores of 
.rupees annually (B. T. Thakur: Organisation of Indian Banking, P. ’44). 
Their progress is retarded for want of correlation between them and . the 
modern joint stock banks. 
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The new institutions that have sprung up since 1850, from the 
beginning showed marked aversion to forming a liaison with the indigenous 
banker. This aversion has reached a climax where all foreign banks and 
banks under foreign influence, often aided by official supporters, have in 
many cases attempted to thwart the progress even of Indian joint stock 
banks. A bitter complaint was made to the Indian Industrial Commission 
by an eminent pioneer of Indian banking, during the course of which he 
stated ; — 

“A conspiracy is set up with the deteitoined object of destroying the 
banking ‘of the Punjab in which officials and non-officials joined and made 

every possible effort and took every possible measure to destroy 

they did not want Indian banking to flourish ”. 

I also know that an application was made by an European to an Anglo- 
Indian bank for a loan and he was first asked to state that this loan would 
not benefit any Indian in any form or shape or any existing bank in any 
form or shape, and he was told that if he assured them of that, the loan 
would be negotiated, otherwise not (Indian Industrial Commission, Minutes 
of Evidence, Vol. Ill, page 481). 

Our Colmmittees feel that in view of these and similar facts, the progress 
of indigenous banking, both the old and the new, would only follow upon 
restrictions on the free operations of foreign banks in India. 

We would now refer to the organisation of clearing houses mentioned 
by you under V-3. The clearing houses in England itself date only from 
the last quarter of the 18th century and developed from the practice of the 
bankers’ clerks adjusting innumerable cross claims during the lunch hoxu:. 
To-day in all the big cities in India-, clearing houses exist and at places 
where thej’’ do not, cheques issued on the Imperial Bank against balances 
maintained, serve the purpose. The use of cheques, however, is still’ 
confined to urban areas and a further development of the cheque habit, 
even in the rural dreas and for even domestic purposes, would give a great, 
impetus to the banking habit. The following figures, however, show thak- 
the cheque habit is on the increase. 

Table Eight. 

Clearing House Beturns. 


Total Amount of Cheques cleared in Ctotqs of Rupees. 










Amount. 

Year. 

Amount. 









Year — 

1900 . 

• 




1 



212 

1921 

2,021 

1906 . 

* 

• 


. 

• 

• 


303 ! 

1922 

2,022 

1910 , 


• 


- 

w 

• 


465 

1923 

1,876 

191.1 


• 

• 

• 

• 



616 

1924 

1,777 

1918 . 

1 

• 

. 

• 

. 

• 


1,395 

1926 

1,769 

1920 . 

• 

• 

• 

• 

• 

• 


3,119 

1926 

1,691 


Note.— From tables relating to banks in India 1927. 
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Eeference has already been raade to the division of the year into slack 
and busy seasons. The busy season is supposed to be from October to 
Jifarch and the slack season from April to September. In Table five, it 
may be seen that the amounts under balances and borrowings decrease 
during certain months which coincide with the main portion of the busy 
season. This phenomenon is really very cui-ious. It is also noted that the 
Government of India themselves keep smaller balances with the Imperial 
Bank when the trade is brisk than when the trade is slack. The following 
table clearly proves this statement. 

Table Nine. 


Busy Season from October to March, 


Months. 


1926-27. 

1927-28. 

1928-29. 

1929-30. 

October ..... 

740 

1,408 

876 

632 

1,549 

November .... 

674 

910 

900 

769 

1,400 

December .... 

526 

633 

704 

713 

705 

January ..... 

990 

],344 

788 

806 

1,730 

February .... 

1,386 

2,010 

732 

1,029 

1,826 

March ..... 

2,146 

2,402 

603 

500 

1,739 

April , . . , , 

2,709 

1,306 

1,454 

714 

1,009 

May 

2,843 

1,483 

1,186 

063 

859 

J 11110 • ■ • > ■ 

2,226 

3,230 

981 

790 

2,006 

July . . 

2,454 

•3,029 

1,558 

020 

1,307 

August 

1,962 

3,545 

1,574 

1,092 

1,244 

September .... 

990 

2,023 

1,250 1 

570 

2,050 


Note. — In laWis of Rupees. 


If the currency of India w'as naturally elastic and capable of automatic 
expansion, the above phenomenon would .at least bear a semblance of 
method. Our Committees, therefore, feel that the Government balance 
with the Imperial Bank should be much larger during busy seasons. 

Eegarding bank rate, we have to point out that the range of fluctua- 
tions of this rate in India, which is often 3 to 4 per cent., is very wide, wider 
than most other countries I The raising of the rate should be on very gradual 
points and not by a whole integer as is usually done in India. The bank , 
rate should not be linked up with the seasons. This linking up brings 
about frequent changes in the rates. America is as seasonal a country, 
or is even more seasonal than India, but the Bederal Eeserve Bank does 
not change the rate as often. 

The raising of the bank rate in India synchronises with the advent of 
'the export season when the maximum of ample and cheap credit ought to be 
Tound. The' case is otherwise in India. The fluctuations of -the rate in 
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India would appear utterly uneconomic, i£ it is remembered that in Prance 
.since 1928 the bank rate has remained practically steady (at per cent, 
lower to 3 per cent, recently). The increase in the bank rate in India only 
means insufficient supplj' of credit. It does not mean attraction of outside 
money into India. 

The follomng table would conclusively prove that one of the reasons 
of the fluctuations in bank rate is the depletion or otherwise of the amount 
>in cash balances, and incidentally'^ shows the effects of such fluctuations on 
the bazar bill rates. 

Table Ten-. 



Cash 


Imperial ^ 

Bazar Bill Rate, 

1st of 

Balance 
in lacs 
of 

Rupees. 

Bank 
Rate per 
cent. 

Bank | 
Hundi j 
rate 

per cent. 

Bombay, 
per cent. 

Calcutta, 
per cent. 

1927— 

April .... 

1,531 

7 

7 

104 

10—12 

I^Iay 

1,494 

7 

7 

104 

■ 10—11 

June .... 

1,895 

7 

7 

104 

10—11 

July • - -• 

...3,236 . 

.6 

- 5 

-n 

9—0 

August . ... 

.3,222 ■ 

4 

4 

H 

9—0 

Scptembor 

.3,037 . 


4 

6| 

9—0 

October .... 

2,809 

6 

5 

74 

9—10 

jSTovombor ,. . . 

2, *4 70 

5 

>6 

74 

8—9 ‘ 

December «... 

1,096 

5 

-5 

i 

■S— 9 

192S— 

January .... 

1,3GS 

7 

7 

H 

10— lOJ 

February . . , . 

1,408 

•7 

7 

m 

10—11 

March .... 

1,167 

7 

7 

H 

10—11 


Talring earlier years, how'ever, the fluctuations in rates have been still 
greater as -will be seen from the following table: — 

I 


Table ELE^^5l^, 


Bank Rato. 



1922-23. 

1923-24. 

1924-26. 

Maximum 



« 

• 





8 

9 - 

9 

l\Iinimum . 


, 

• 


« 


. • 

• 

4 


4 

Average 

• 

* 


• 

* 

* 

• 

* 

6-91 

O'll 

6-24 









Another reason that necessitates maintenance of high rates is the 
exchange’ policy of Government., If there was a gold' standard true and 
honest in India, the credit supply would be necessarily self-adjusting. 
In the absence of this cardinal reform, sound banldng progress will not 
gather pace in India, India’s position in banking is very poor as is pointed 
out above. 

In about 20 per cent, of the towns of India with a population of more 
than 50,000, there are no banks at all, while in the case of towns wiih a 
population of 10,000 and over, the proportion without banking facilities 
rises to 75 per cent. (Indio in 1924-25, page 146). The following table 
shows the comparative poverty of India in this respect. 


Table Twelve. 


Country. 

Uo. of 
Banks. 

Per million 
of 

population. 

Per 2,700 
square 
miles. 

United Kingdom . 




11,976 

286 

362 

United States of America 



, 

30, COO 

266 

20 




« 

7,466 

92 

80 

Canada 



• 

4,883 

448 

3 

India .... 

• 


• 

696 

2 

1 


Table Twelve (a). 


Country. 

• 

Deposit per 
Head of 
population. 

Banking 
Capital and 
Peserve. 

Deposits. 

United Kingdom . . . . • 

. £67 

108 

2,682 

United States of America . . 

£73 

1,062 

7,764 

Australia ...... 

£63J 

69 

360 * 

Canada . . .... 

Uii 

26 

379 

India 

Es, 1 

19 

235 


This is due to various factors discussed above, not the least of which 
is the absence of all the State help to Indian banking enterprise. The 
following table shows what the Government of Japan is doing for the Bank 
of Japan. 


Table Thirteen. 


1924 

1925 

1926 

1927 

1928 

1929 


Year. 

Imperial 
Bank of 
India. 


• 

• 

• 



9-77 

902*20 

f • 

• 

• 



7-01 

700- 00 

• • 

• 

• 

• 


8- 77 

698- 76- 

, 

• 

t 



9-76 

' 419' 76 . 


• 


• 


12-65 

305* 97 . 

• • 

• 

• 

• 

• 

9*97 

190* 41 
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It may be pointed out that the Japan Bank is a tower of strength for 
-Japanese industries. .A.s a converse proposition this table siso points out 
'dearly why India is not an industrial country in spite of being richer than 
• Japan in its natural resources. • ' ‘ 

Cojiclusipn. — Our Committees believe that banking progress in India 
can bo achieved only if the foliovdng reconimendations are put into practice 
without delay. 

, 1. Industrial banks with suitable constitution and-! most modern 
methods - should be started in every ' province with > Indian 
personnel, importing foreign talent till full Indianisation' ia 
possible. 

2. Eestricting the operations of [foreign banks by fixing the maximum 

limit for their operations and making it incumbent on them 
to utilise Indian receipts in Indian channels and to supply 
training facilities to Indians. Japan has done this, Canada ^ 
believes in thorough swadeshi banking and India can do 
nothing less, if her economic self-sufficiency is to be achieved. 

3. The Imperial Bank must be converted into an exchange bank till 

the time Indian exchange banks in sufficient number are 
established in the country. 

4. The Imperial Bank must finally be substituted by a Central Bank 

which should be a Bankers’ Bank and have control over the 
banking and cun'ency reserve of the country and ultimately 
note issue. This bank may be a State bank by preference 
and independent organisation with specific limited State 
control and answerable only to the Legislature of the country. 

We hope your Committee will see their way to support these recom- 
mendations. 



Letter from M. R. Ey. P. K. Eajamanilckam Naidu Garu, Superintendent, 
Leather Trades Institute, Industries Department, Madras, No. 316/ S., 
dated 1st April 1930. 

I have the honour to submit herewith my answers to the questionnaire, 
of the Indian Central Banking Enquiry Committee referred to me by the 
Director of Industries, Madras, 


I. 

1. Tanning Industry. — (a) Tanners require sometimes help by way ot 
loans for the improvement of their tanneries. (6) Floating capital may be 
lequired by tanners for the purchase of raw stock. They will be able 
to return the sum as soon as the outturn is placed with their commission 
agents. 

For building tanneries or effecting improvements in existing tanneries, 
tanners generally do not go in for loans. Sometimes tanners go to the 
local Marwari bankers for help for floating capital required for purchase 
of raw stock and take loans on hundis and return them when they realise 
money. The Punjabi merchants in Madras wTio get goods from North India 
on a commission basis for tanners often sell goods to farmers on credit and 
collect the money after 1 or 2 months. 

2. Generally it is the commission agent who finds money himself and 
gives advances to the tanners. No document is generally used here except 
the signature taken in account book. Sometimes tannery or house pro- 
perty papers are deposited with the commission agents. The Punjabi 
agents take pronotes from the tanners. 

I would like to suggest that 30 or GO days hundi system would be of 
benefit to the tanners. 

3. Marwaris charge 9 to 18 per cent, on loans. Sometimes no security 
is demanded. Sometimes house or landed property papers are deposited. 
The Punjabis and local Periamet commission agents do not charge any in- 
terest generally on advances as they charge 1-1 to 2*1 per cent, commission 
on the sales of the goods. The Marwai’i rate of interest~is often high and 
ruins tanners. The commission which the Periamet agenis charge works 
out to 3 to 51 per month or 36 to 60 per cent, per annum as they are able 
to realise the sale proceeds generally within a fortnight of the arrival of the' 
goods. The Punjabi agents when they supply goods to tanners, do so at a 
high price for sale on credit and at a lower price for cash sale. 

If interest, say at not exceeding 12 per cent, per annum, is charged only 
for the number of days the tanner used the money, it will facilitate him. 

4 Tanning industry in South India is generally, one-man business 
and is carried on on a small scale. Banks in India do not finance such 
industry. The reluctance is due to their not being able to estimate 
the value of stock held by the tanner as most of the' tanneries are situated' 
in villages far away from banks. 

.Bankers may employ agents who are in a ]iositian to understand the 
tanning business and on their recommendation advance money to tanners ^ 
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Yes. I am in favour of trade banks specialising in particular trades, 
r favour the establishment of an industrial bank in each district or centre. 

Men of the same business may be taken as directors of such banks. 

Government may advance money proportionate with the money raised 
with the banks. 

They may also guarantee the investors of a certain percentage of 
interest. 

In financing the industry the banks may advance 70 to 75 per cent, of 
the stock held by the owners. 


n. 

1. As far as skins and hides foreign trade is concerned, Indian shippers 
do not generally go in for advances or loans from bankers. One or two 
big firms are helped by the local foreign exchange bankers. Such loans 
are given sometimes on security of Government papers or house property 
papers or in a few cases on simple trust receipts. After the 1920-21 busi- 
ness troubles bankers do not generally advance loan on trust receipts. 

Here again the Indian export business is generally a one-man business 
and also the Indian exporter does business on a small scale. 

The export merchant generally gets a letter of guarantee or a letter of 
credit from his foreign agent of 25 to 90 per cent. After exporting the 
goods he negotiates the bills through the exchange banks and gets the 
proceeds The exporter tjften requires .'^ome financial assistance for pur- 
chasing goods against his order. Within a week or two after the goods 
are collected he ships thtAn and negotiates the bills. So the help that 
he may require will be for about u fortnight to a month. If money can be 
advanced to him on hundis of 30 days’ sight it will facilitate Ins business 

Bankers may have big godowns and the goods purchased by the exporter 
may be stored in such godowns and bankers may have custody of them. 
Advance to an extent of 75 per cent, of the iiurchase value may be given 
to the exporter. 

2. Foreign importers or foreign agents generally send a letter of autho- 
rity or guarantee or letter of credit authorising the export merchant to 
draw on them or their banker 80 to 90 per cent, or in some cases in full. 

Local exchange banks negotiate the bills to the exporters on the 
strength of the letter of authority or guarantee or letter of credit. The 
banks do not charge any rate but they are benefited by exchange difference. 
Generally the credit is a sterling credit. 

Yes; there are fluctuations in the exchange rate. These fluctuations 
depend on the amount of exchange bills, both export and import, which 
the bankers have. 

There are only half a dozen exchange banks in Madras. They are able 
to discount all the export bills without any difficulty. 

There are no restrictions which the skins and hides exporter can com- 
plain of. 

The skins and hides exporter has no remarks about exchange rate. 
But he would like to see that the o.xchange is on 1/4 basis and not on 1/6 

2 T 2 
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basis and that there are less fluctuations in the rate. If there are frequent 
and violent exchange fluctuations his business is affected as he generally 
hooks business in sterling value. 

3. M7. 

III. 

' 1. Nil. 

2. Nil. 

-S. Yes. It is desirable that the use of the v\'crd bank be restricted to 
•such of the financial concerns authorised by Government. The financial 
position of such banks must be examined by Government and publ’slied 
periodically. The rates of interest for loans and for deposits, etc., must be 
regulated bv a maximum and minimum. 

(a) A private firm, etc. 

(b) A branch of a firm, etc. 

(c) A branch of a compan}’-, etc. 

All these concerns also must be under the control of Government ins- 
pection. 

The Registrar of Joint Stock Companies may have charge of such work. 

4. Yes. 

5. Yes. Foreign banks should be allowed lo do business in India on 
receipt of license. In case of foreign banks the Government of India, 
Gommerco Department, may issue, cancel or renew such a license. The 
foreign lianks sJioidd not l)e allowed to compete with local or Indian 
hanks.. 

■6. Yes. Satisfactory. 

7. Liquidation proceedings are always tedious. They must be regu-' 
lated. The liquidators authorised or appointed by Government or courts 
of law must have more powers to summon contributors and collect the 
amounts as early as possible and pay the depositors, 

8. Bank failures in India have mostly been due to the directors mis- 
managing the finances. 

Directors should not be allowed to take loans against their shares or to 
grant loans to others without proper security. 

9. Yes; amalgamation or reconstruction may be of great use some- 
times. 

10. Any measure to bring down the cost of liquidation will be of immense 
service to merchants and deposito’'8. 

11. Nil. 

12. Nil. 

13. Nil 
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No. 69. 

Statement of evidence submitted by the Secretary, Southern India SMn. 
and Hide Merchants’ Association, Madras. 


My Assooiation is representative of the tannirg industry of Southern' 
India and confines itself in this memorandum to the industry. 

Bather than taking qxiestion by question I would like to give a continuous 
statement on the subject. 

General . — ^Tanning is an important industry of the country as a whole and 
the foremost one of Madras Presidency. Apart from the Madras Presidency, 
there is considerable tanning in the Bombay Presidency, Bengal, United and 
other Provinces. Leaving alone the export of raw hides and skins which, 
amount to about Bs. 9 crores per annum, the value of the leather and leather 
articles manufactured within the country may amount to about Bs. 35 to 40'‘ 
'crores. 

A good portion of the leather manufactured in the country is being ex- 
ported to England and foreign countries. The value of such exports amounts- 
to about Bs. 8 crores per annum. In this export trade Madras is foremost,, 
about 85 per cent, going through it. 

That is to say Madras alone exports Bs. 7 crores worth of tanned skins' 
and hides every year. The total output of the Madras Presidency may 
be anything between 12 and 15 crores (there are no systematically collected 
statistics for the large amount of Indian made leather consumed within the 
country). The Madras tanneries ■will be about 500 in number and they are 
spread all over the Presidency. 

A considerable quantity of tanned articles are being sent fi om Madras to 
‘other parts of the country such as Calcutta, etc. 

With regard to exports, the major portion of Indian tanned sldns and 
'hides is being exported to- London and from thence a great portion is distri- 
buted to the other countries of the world mainly through the means of public 
auctions. A good quantity is being exported also direct to other countries 
like America and Japan. Of late, direct shipments to Ameripa have eonrider- 
.ably increased. 

I request permission just to mention here that the industry is suffering 
acutely from depression and is being hard hit, the main reasons being lack 
, of adequate protection and the present rate of the exchange-ratio. 

purchase of raw stock . — ^Most of the raw goat and sheep sldns worked in 
Madras tanneries are bought from various places of Southern India, whileja 
good quantity comes also from such places in Northern India as Amritsar and 
'Ca'wnpore. The grea'ter portion of hides comes from Calcutta, Cawnpore, etc. 

In Southern India, the skins and hides are first bought by small collectors 
by Oash payment. These collectors take their goods either to weekly village 
markets, bigger collectors, or tanneries if they are nearby and sell them generally 
tfor cash payment. A great portion of the goods goes to what are called 
.Mandies (selh'ngiagendies) from whom the owner of the goods gets an advance, 
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ranging from 50 to 80 per cent, of the probable value of the goods. Those 
advances are paid either on railway receipt or on the delivery of the goods. 
The Mandies sell the goods for commission and pay the surplus, if any, on tho 
sale of the goods. The Mandies also pay, in many cases, standing loan ad. 
vances to the collectors. Where standing loan advances are received, the 
collectors have to send their goods only to those particular Mandies, These 
Mandies sell their goods to the tanners and exporters of raw skins on cash and 
also on credit terms. The collectors get payment from the Mandies generally 
by insiu’ed post and in some cases through hundis. 

Some of the big tanners have their ovm collecting agencies in various 
centres of Southern India wherefrom tlie goods are railed to their tanneries 
and the goods collected are paid for in cash, hinny of the tanners buy at 
•■dllage markets, from collectors and also from hlandies. Except in the 
case of purchase from Mandies, cash is being paid by tho tanners. The Mandies 
give credit to some of the tanners. Some of the big tanners also give standing 
loan advances to the collectors. At some of the places where there are big 
slaughtering houses the tanners buy direct from tho butchers and for cash 
ipayment. 

Some of the tanners have tlieir own men and the others agents in the 
'IsTorth Indian purchasmg places. The purchases in Northern India are paid 
"for in cash at those places or through sight or usance hundis. In tho case of 
-the employment of agents, the said agents pay for the goods at the purchasing 
-places and got tho monoj’' from tho tanners by bank remittances in some cases, 
hy insured post in some others, and by hurdis in yet other cases ; that is to 
,say, sometimes, after the goods reach their destination, and sometimes, 
;as soon as the purchase is made. 

The credits mentioned above 'arc carried on on open accormt system. 
The hundi system has not come into more vogue because tho bankers are 
reluctant, man}’' of tho parties being unknovm to them. Because of such 
known reluctance on the part of the bankers many of the traders feel shy to 
go to them. General lack of knowledge about the advantages of banking 
amongst the people at large is also an important cause for tho present state of 
affairs. 

The raAV skin Mandies have practically no dealings rvith Indian joint stock 
banks, A few of them resort t(j the indigenous bankers. 

If and when the knowledge of the benefits of banking and banking facilities 
improve and advance, the abovesaid people will considerably be benefited. The 
Himdi system will then bo more widely adopted and monies may bo advanced 
to such people as Mandi owners on the seemity of raw stock in their godowns. 
When the paucity of money is lessened, more people will go into tho trade. 

Tanneries and their finances . — From the time the raw skins and hides 
arrive at tho tannery they take about 40 to 60 days to corrie out as tanned 
articles. - , ■ ’ ' , 

A few of the big tanners sell a portion of their output on -firm orders to 
other countries and draw the value against shipping documents under credits 
opened by the buyers. Good many of the tanners send their goods to tanned 
sidns and hides Mandies at Madras for local sale: These Mandies sell the 
goods outright to the exporting -firms at Madras who ship them iii their turns 
-to 'other countries. Other tanners send their goods- to exporting houses at 
Madras to be shipped to London for sale in the periodical public auctions. .• « " ; 
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Now takwg a tannery working about 15,000 pieces of goat and sheep skins 
•or 5,000 pieces of cow or buff hides per month, the following is the approximate 
uapital required : — ^ 


Buildings, implements, etc. . . . , 

Ainount locked up in stocks undergoing the 
several i3rocescs of tanning, and in the tan- 
ning materials always stocked in the tannery . 

Standing advances given to the skilled worlanen 

Bloating capital required ..... 


Rs, 20,000 to Rs. 40,000 


Rs. 75,000 

Rs. 5,000 to Rs. 10,000 
Rs. 30,000 to Rs. 40,000 


Rs. 1,40,000 to Rs. 1,65,000 


Out of this amount, the tanners who send their goods to London auctions 
receive a sum of Rs. 30 to 40 thousand in the shape of standing advance from 
the exporting firms, in most cases on an interest of about 9 per cent, and on the 
security of their stock-in-trade and frcquortly on the additional security of 
immovable properties. Now-a-days when the trade is seriously depressed 
the tanners have gone much deeper into debt and owe standing loan advances 
far in excess of the above mentioned proportion. The Muslim exporting 
houses do not as a rule charge interest, but take a commission on the ship- 
ping advance of the goods. This standing advance makes the tanners depend- 
ent upon the exporting firms and they have to sell their goods only through 
those paxtiofiar exporting firms. It uTill be desirable if such standing advances 
are paid by some banking institutions such as industrial banks. 

The tanners also receive an advance on the despatch of their goods fi’om 
either the Mandies or exporting firms. This advance ranges from 50 to 80 
per cent, of the probable value of the goods. This advance is remitted to the 
tanners on receipt of the relative railway receipt or on the arrival of the 
goods. Such remittances are usually made by insured post. In some cases 
hundis are being drawn for such advances. Some of the exporting firms 
charge an interest of 9 to 12 per cent, on these advances until the time whdn 
they reimburse themselves with the drafts dra-wn on the shipment of goods. 
With the increase of banking facilities, this system may be improved upon by 
the banks payirg advances when tbo goods are ready for despatch to Madras. 

It is only the exporting firms, a few Mandies ard perhaps a very few 
tanners avIio are in the cities that get any money or facilities from banks. The 
generality of the tanners do not have any dealings with the banks — ^whether 
exchange or Indian joint stock banks. Some of them have dealings with 
indigenous bankers, mainly for financing the purchase of raw stocks. These 
loans are paid back when the tanners get the advance money for their tanned 
articles. The interest on such credits is generally 9 to 12 per cent. It is 
reported that in certain cases the tanners pay even as much as 24 to 30 per cent. 

Export trade . — The exporting firms draw' with reference to goods sold to 
order usance drafts under letters of credit opened by the buyers for the full 
value of the goods. With reference to the goods going for the London auctions, 
they ship them to London by the first available steamer. They endorse tire 
usance drafts drawn by the tanners on their agents in London against the 
shipping documents for an amount equal to the advance received by the tanners . 
■These drafts are negotiated by the banks according to arrangements that exist, 
between the exporting houses and their agents. In some cases the exporting 
houses themselves draw direct on their agents. 
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The goods are warehoused in London until the auctions. The buyers 
liave to pay for the goods bought by them on the prompt day whichds usually 
fixed a fortnight after the beginning of the auction. Then the surplus, 
if there is any, is remitted, usually by telegram, to the Madras exporting firms 
who then distribute it to the tanner-consignors. Three to four months elapse 
between the time of the despatch of the goods from the tannery and receipt 
of the surplus. 

A.11 the branches of this industry and the exporting trade have much 
room for benefitting by the increase of banking facilities in the country. 
For example, the tanned skin and hide Mandi people may be able to get monies 
on the strength of the goods at their godovms. These will, in their turn, benefit 
the canner. 

Industrial Bank . — Industrial banifs are a necessity in the cotmtry, as the 
present banks do not give long-term credits to industrial concerns. Such 
banks should be established in each province with branches in all important 
industrial centres. Government should give active and effective support 
' to them, as for example, by guaranteeing dividends and by subscribing to their 
debentiures. Government should have some sort of supervision over such 
banks ; and the constitution of the bank should be so framed as to make this 
possible. The banks should emplor'^ experts for advising them. Some restric- 
tions are of course necessary on the grant of loans by such banlis. For example, 
it may be enacted that no loan should exceed the market value of the assets of a 
factory and/or of securit 3 ' given ; or exceed the paid-up-capital of a joint stock 
concern. It may also be put domi that no one concern shall be granted a loan 
exceeding a certain small percentage of the capital of the industrial bank. 

Trade Banks. — M}'' Association is not in favour of specialised trade banJ^s. 
With the inauguration of industrial banldng on proper lines, and the increase 
of general banldng, all the trades and industries nill be property served and 
compartmentalisation of banking may not be conducive either to the expan- 
sion of banking or to the increasing enjoj’ment of facilities bj^^ the trade and 
industry, excepting at those stages where co-operative banldng is possible. 

London Auctions . — London public auction is an important factor in' the 
laimed skins and hides trade. All the oiitput of the tanneries cannot be sold 
to firm orders by the tanners. The lots of goods turned out by the tanneries 
consist each of several grades, weights and other descriptions. The buyers in 
other countries want each a particular grade or weight and in a certain 
quantity. Even supposing that quantity is not under consideration, each 
small tanner would have to get hold of 10 or 12 regular buyers in other 
countries to keep buying on his goods as they come out of the tannery. This 
is not possible. So a general market has to be established whereto the tariners 
may send their goods and wherefrom the several buyers will buy what they 
want. This market is established in the shape of public auctions in 
London because of its proximity to the consuming centres and of its hug& 
financial facilities. 

Financial facility is the most important factor. About 4 crore 
rupees worth of Indian tanned sldns and hides are dealt with by the London 
auctions every year. A very large amount is lequiied for financing the go^s 
that go to, and await, the pubUc auctions. The desirability of transferring 
that market to such an important centre as Madras by creating warehousing 
and financing facilities here is to be seriously considered. 


THE CALCUTTA STOCK EXCHANGE ASSOCIATION LTD: 


EbPLY to the special QHESnONNAinE OF THE INDIAN CENTRAL BANKirCH- 

Enquiry Committee. 

Q. 1 . — ^It has been suggested that the formation of Investment Trusts 
would assist the mobilization of capital for industrial purposes. Would 
you kindly state if any attempts have been made to form such Trusts in 
Calcutta and with what success? If not could you make any suggestion 
for the formation of such Trusts, and do you think that it would be 
practicable for Government to give any assistance? 

A . — ^Investment Trusts, as generally understood, do not exist on this 
side of India; there are a few small “Trusts” but these are without ex- 
ception under private management and are unimportant. So far as we are 
aware, no attempts have been made on any large scale to form Invest- 
ment Trusts. We agree that Investment Trusts, the formation of which- 
usually follows, but does not precede, industrial development would 
assist in the mobilization for investment purposes of capital which at 
present is shy, largely as the result of the disastrous crash which followed 
the boom flotations of 1919-20, but that they would mobilise capital for 
industrial purposes, or for new enterprises is, we think, doubtful. 

Such Investment Trusts would have to be imder expert management 
and beyond suspicion and would have to raise their own capital. We do 
not think that it would be practicable for Government to give assistance 
otherwise than in the matter of supervision and perhaps of tightening up 
the Indian Companies Act ; it might perhaps be practicable to subject these 
Trusts to the supervision of the Accountant-General’s Department. Consi- 
derable latitude, however, in the matter of investments would have to be 
allowed. 

iQ, 2 . — ^It has been stated that in the flotation of a company the name 
of the Managing Agents is of more importance than the inherent merits 
of the coriipany. Would you kindly give your opinion on this point, and 
also express any views you may hold on the adequacy or otherwise of the 
system of Managing Agents in obtaining capital for indiistrial ventures? 

A . — It is to 'a large extent true that in ’the 'flbtation of a 'cbmpany the 
name of the Managing Agents is of more importance than the inhereht 
merits of the company itself, inasmuch as the latter are not revealed until' 
the company has been working for some tirne; it, therefore, follows as a 
' matter of course that the reputation 'of the 'Managing Agents carries gr^at 
weight when going to the'public for rhoney for a new enterprise. In Ihe 
past it has not been difficult for ’firms of first class Mahaging ’ Agents ' tO' 
secure capital for sound or promising litidertakings, but owing to the 
existing world wide depression, 'it is becoming increasingly difficult to 
obtain 'money for industrial ventures, 'no matter how prorhising. 

Q. 3.— lb has been stated that debentui’e issues ai'e not’ popular with 
the public for various reasons, such ms > ’initial 'stamp -duty, duty' on trans- 
fers, and the unlikelihood of capital .appreciation '-which counts for m\i(^ 



682 


in the eyes o£ Indian investors. Would you londly state your opinion, on 
these and other points which may strike you as the cause of the un- 
popiilarity of debentures ? 

yi. — We do not consider that the question of initial stamp duty has 
any bearing on the popularity or otherwise of Debentui’e issues; it must 
lae remembered that no stanip duty falls to be paid by the purchaser in 
the case of poi-t trust, municipal or joint stock company debentures un- 
Ifess in registered form (there are not more than about half a dozen issues 
in all of “registered” debentures) and then the stamp duty is the same 
as for share transfers. 

The “unlikelihood of capital appreciation” does not, we think, count 
■for much; there is at all times a large class of investors who prefer the 
security offered by sound debentures to the possibility of capital appreci- 
ation. Where, however, the debentui'es are other than “gilt-edged” or 
relating to a jnic mill, a high interest yield is necessary to attract money. 
Buyers of debentures have become so accustomed to such a very large 
margin of safety that where this feature is not present, or the properly 
is not regarded as readily saleable, it is not always easy to place such 
.debentures. 

We should not say that debenture issues are “unpopular”; they are 
not, but they appeal to the totally different and more limited class which 
is not interested in more speculative investments. At the present time, 
-sound jute mill debentures command a price which gives an even smaller 
return than is available on certain Goveniment of India securities. 

Q. 4 . — ^It has been stated that Indian companies find it exceedingly 
-difficult to place issues of debentures. Have you any experience of any 
unsuccessful attempts on these lines, and would you say that issues by 
European companies would command any greater success? 

A . — The only local issues by Indian companies of which we have 
.knowledge arc the debenture issues of the Hukumchand Jute Mills Ltd., 
and the Birla Jute Manufacturing Co., Ltd. The money for both of 
these issues was obtained without difficulty though we are doubtful if at 
'that time it would have been forthcoming (whether under Indian or 
European auspices) had the security been other than that of a jute mill. 
It is the nature of the security offered which counts; where this is satis- 
factory and the yield is sufficiently attractive, the public will subscribe 
readily enough always provided that the Managing Agents are firms of 
standing and repute, or whether they are European or Indian, with per- 
haps a slight preference in favour of the former. 

Q. 5 ^ — Various proposals have been put forward in connection with 
the sale of bank shares with a view to prevent “bear raids” which are 
said to have caused demage to banks’ reputation in tjie past. Eestrictions 
have been suggested on forward operations in banks’ shares, and it has 
"been stated that the introduction of some provision as provided in Leeman’s 
Act might be beneficial, under which the seller must always 
quote the actual munbers of the shares sold. The suggestion has 
also been made that compulsory registration by the buyer should be en- 
forced, specially in the case of partly paid shares. Would you kindly 
state if the co-operation of the Stock' Exchange could be secured in the 
-enforcement of any such proposals if it was decided to adopt them? 
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A : — We think that the question of hear raids in connection with the' 
.sale of bank shares probably refers more' to' the Bombay market; we have 
had no experience in Calcutta of such raids, though some eleven years ago 
when the shares of the Tata Industrial Bank were a favourite medium of 
speculation both locally and in Bombay, and when several thousands of 
shares would change hands every day, it was a compai-atively common 
occiUTenee for orders for large numbers of shares to be sent to Calcutta 
brokers as the result of, or in connection with, bear operations in Bombay. 
'That, however, is past history, and the only banlc shares now dealt in on 
•this market are the comparatively small numbers of Impenal Bank of 
'India and similar institutions, bought and sold by bond fide investors, 
■and they in common with all other securities on this market are all dealt 
in on a cash basis. 

The co-operation of the Calcutta Stock Exchange can always be relied 
'upon for any safeguards or constructive proposals. 

It is a bye-law of the C. S. E. A. that “the buyers’ name must be 
'inserted on the Transfer Deed of all contributory shares”. The bye-laws 
also provide that unless buyers of contributory shares got them trans- 
lerred to their own or their buyers’ names within 30 days from the date of 
delivery, the buyers themselves become liable for all calls, etc., from the 
■date of purchase. 

We would suggest that all transactions in bank shares be for cash 
delivery, and be not for forward settlement. Such restrictions as indicated 
vis., that the seller must always quote the distinguishing numbers of the 
shares sold, would frequently render business either very difficult or all 
but impossible — as for instance when shares are being sold under instruc- 
'tions fronr banks or executors resident abroad, when share numbers are 
not immediately available. 

Q. 6 . — Would you kindly stale your experience in the matter of the 
underwriting of shares of a new company? Is such underuTiting customary 
or are the shares usually taken up at once by the public? 

A . — ^The practice of getting the shares of a new company, underwritten, 
is not general; promoters of new concerns usually consult their brokers as 
to the probability of the success or otherwise of any new' issue before offer- 
ing it to the public and are guided by their advice. Occasionally, however, 
even when the prospects of obtaining the necessary capital appear favour- 
able, certain firms of Managing Agents- prefer to make sure of the success 
'Of a new issue by getting it underwritten, and failing success, do not pro- 
ceed with' the flotation. 

There are no firms or groups of capitalists in Calcutta W'ho make a 
regular business of underwriting and there have been several instances 
within the last year or tw^o where the promoters of even certain promising 
public utility companies have failed to get their undertakings underwritten 
nm any terms. ' ’ 

Q. 7 . — It has been stated that in order to' secure public' confidence in 
an Industrial Bank the interest on the share capital should be guaranteed 
'by Government, either for a limited period' or pemanently. Would you 
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Madly -give ycmr . views /on this point? ;Do ydu think : that any ‘large- 
amounts' of ^public•/ino^ey ^v/ould^ be' forthconiirig for such -a bank on- the 
above conditions? 

'A . — Speaking generally, we believe that the public would freely subs- 
cribe capital 'for an Industrial Bank with a permanent Groverament 
■guarantee. It seerns to lis, however, that the business of any bank, the 
fntbrest On the share capital of which is guaranteed by Government, would 
of necessity ' be very limited and inelastic. Every bank in . making an 
advance to a custorrier runs a certain amount of risk (in most cases the 
risk is admittedly negligible) but presumably no Government Bank would 
be prepared to take any risks whatever, and this would probably defeat the 
end in view. 

Q. 8 . — ^It has been stated that a very wrong and arbitrary use is made 
of the power vested in directors to refuse to register a transfer of either 
fully or partly paid shares. Have you any experience of such abuse? 

A . — Although most companies’ Articles of Association confer upon the 
directors the power to refuse to register a transfer, with or without assigning 
a reason therefor, it is very seldom indeed that this power is exercised, 
arid \ve have heard of very few instances of its abuse. We consider, how- 
ever, that the powers of refusal to register, if vested in the directors, may 
lead to abuse in certain circumstances and that these powers should ^be 
curtailed. 

' There have been instances of refusal to transfer shares out of the name 
of a person indebted to a company on the ground that the company had a; 
‘lien on' the shares; that, however, is not exactly an "abuse” of- the power cf 
the direOtbrs unless it is exercised against a third party, who is the bond 
fide purchaser against value, without previous public notice having beeni 
given of their claim against the registered shareholder.' 

Q. 9 . — It has been recommended that the general form, of proxy 
should be prohibited or limiited to a definite period. Have you any objec- 
tion to this proposal? 

A. — ‘We do not rightly appreciate this sguestion. The. only form of 
prOxy in general Use 'here is one appointing a named person as proxy for 
the shareholder to vote fOr him arid on his'rbehnlf at a named meeting on 
a named date. 

Q. 10 . — It has been stated -that the investment market has been detri- 
mentally -aSected by issues of Government loans, and by Treasury Bill' 
operations. Would you kindly give your views on this matter?' 

A. — Government’s financial policy during the past three or four years 
and the repeated issues of Treasury' Bills at high rates of interest - (in 
certain cases, even, the Government’s new loan has, scarcely been out -of 
the way before offers of Treasury. Bills at\a higher rate of interest tliafr that 
offered on the loan just closed, have been made to the public) has un- 
doubtedly resulted in a serious fall in the price of all existing Trustee 
securities, so much-so that duringj the past three years, those who- previously 
;!?uppo^ted Government loans, have fgund, themselves such -heavy losers .by 
depreciation that they have -preferred' to invest in Treasury -Bills with the 
certainty of no capital loss, -rather than in Government securities, -even 
though this year a yield-'of 6 p6r cent. -tyas- obtainable. 
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list of witnesses from whom written statements (not printed herewith) have 

been received. 


1. Mr. D, L. Saraya M.A., LL.B., Store-keeper, Nawanagar State, 
Jamnagar. 

2. Mr. M. D. Vidwans, M.A., LL.B., Poona City. 

3. Mr. Karam Chand. 

4. Mr. D. V. Pradhan, Clerk, Postmaster General’s Office, Bombay. 

5. Baku Govind Prasad Basu, Pleader, Jaipur, Orissa. 

6. Moulvi Davoodbboy Mulla Husseu Ally, Chankulia, District Sing- 
bhoom. 

7. The Hon. Secretary, Nagpur Central Bank. 

8. Babu C. C. Cbatterjee, Manager, Wards and Encumbered Estates, 
Palamau. 

9. The Hon. Secretary, Central Co-operative Bank, Puri. 

10. The Managing Proprietors, Messrs. Earn Eattan Kunj Behari Lai, 

Ludhiana. ' 

11. Messrs. Cooper Allen & Co., Ca\\'npore. 

12. Mr. Krishna Gopal, B.A., LL.B., Pleader, Batala. 

13. Mr. Abdul Subhan Sahib, Madras. 

14. Mr. Kanhaiyalal G. Upadhyaya, Eatlam. 

15 Mr. A. E-. Subedar, Dubash and Contractor, Bombay. 

10. Mr. M. E. V. Sarma, Conjeevaram. 

17. Eao Bahadur Sardar M. V. Kibe, M.A., Indore. 

18. Prof, D. L. Dubey, M.A. (All.), Ph. D. (Lond.), Meerut. 
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, : ■ APPENDIX I. . . 

Observations of Provincial Governments on the Provincial Banking Enquiry 

Committees’ reports. 


No. 1. 

Letter prom the Seoketary, Indian Central Banking Enquiry Committee', 

TO THE COYERNMENTS OF MADRAS, BOMBAY, BENGAL, UNITED PROVINCES, 

Punjab, Burma, Assam, Bihar and Orissa and Central Provinces, 
No. 2386, dated the 3rd September 1930. 

c 

I am directed to request that the Indian Central Banldng Enqui^ 
Committee may kindly be favoured by the 16th October next with any 
observations which the local Government may have to make on the Madras, 
■etc., Provincial Banking Enquiry Committee’s report. 

* * * * • 


No. 2. 

Letter FROM H. A. Watson, Esq., I.C.S., Secretary to the Government 
OF jMADRAS, Finance Dbpartsibnt, to the Secretary, Indian Central 
Banking Enquiry CoMinTTBB,'No. 27721 - Acots.-4, dated, the 7th Octo- 
ber 1930. 

•V 

* * * * 

I am also to inform you that this Government do not propose to make 
-any observations on the Madras Provincial Banking Enquiry Committee’s 
report at this stage. 


* 


* 


* 




No. 3. 

IjEtter from G. Wiles, Esq., C.I.E., I.C.S-., .Secretary to the Govern- 
ment OF Bombay, Finance Department, to the Secretary, Indian 
Central Banking Enquiry Committee, No. 6724/D., dated the 24th 
October 1930; 

I am directed to invite a reference to the correspondence . resting with 
my letter No. 63/107, dated 17th September 1930, and to. state that the 
Committee appear to have been incorrectly informed on the following 
points. ' 

8 IS a 


i 
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Paragraph 49 of the Report. — Under agricultural indebtedness, tbe: 
Committee have given in this paragraph certain figures estimating total 
agricultural debt of the whole province. The correctness of these figureS- 
appears to be open to great doubt. Certain data are available for less 
than 16,000 families. On this the Committee calculates the figures for 
244 lakhs of families. 

The estimate of total families itself also appears to be excessive. in 
the case of Sind for instance, the number of agricultural families is given a& 
6,55,800 and a foot-note states that a family is taken to consist of five 
members. According to the last census the total population of Sind was- 
only 32'79 lakhs: :t appears, therefore, that this table treats the whole 
population of Sind as agi-iculturists. 

Another source of error in this paragraph is that the book figures of 
debt are often nominal. Much of the debt is irrecoverable and a general 
debt settlement would show that the figures of ‘live’ debt are much less 
than those ascertained by inquiry. 

Paragraph 'iG. — This paragraph contains figures purporting to give a 
rough estimate of the finance required for the current needs of agriculture. 
These figures appear to be an estimate of the total expenses of agricul- 
turists less the amounts provided by those who do not require to borrow 
But if this is the intention the figures appear to be wrong in two res- 
pects: — 

(1) Land assessment, rent and irrigation dues are put down at only 

Es, 105 lakhs for the Presidency, including Sind. The 
annual total of laud revenue and irrigation dues is in the 
neighbourhood of Eupees six crores, without the additional 
rental charges. 

(2) It is assumed that only 15 per cent, of expenditure in tke Presi- 

dency (proper) and 5 per cent, in Sind can be met without 
finance (V borrowing). 

This latter calculation appears to be based on the figures of pei*sons who 
are borrowers (paragraph 74). Even if these figures are cOfrect they 
relate to the number of persons and not to the amount of borrowing. 
The small percentage of persons w’ho do not need to borrow are likely cu- 
be large landowners and the proportionate amount which they provide ouc 
of their own resources is certainly much greater than their proportionate 
numbers. 

Paragraph 177 . — On page 139 tlie Committee state that “there are no 
experts on the staS (of the Department of Industries) equipped to advise 
and supervise”. The Department has now on its staff an Industrial 
Chemist and an Industrial Engineer. These two officers and the Director 
being all technical men, it is now possible to give reliable technical advice 
on a number of small industries. 

Paragraph 235. (2) and (2 ). — ^The income of co-operative societies is 

exempt from income-tax and super-tax except in the case of income from 
investments outside the co-operative movement, i.e., in Government Secu- 
rities, etc. The Societies have already been requested to apply to the 
Income;Tax Officers concerned for certificates which will prevent deduction 
of the tax at the source. 
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Nd. 4. 

XbTTER FJiOM dr. WiLE.S, ESQ., I.G.S., SeCEETARY to the GoVEESf- 

MENT oE Bombay, Finance Departjient, to the bEoitETARy, Indian 

Gbntral BANKiNa Enquiry GoMjnTTEE, No. 6724/D., dated the 23rd 
December 1930. 

In continuation of this Department letter No. 6724-D., dated 24th 
'October 1930, I am directed to state that the Gommittee appear to have 
been incorrectly inform'ed on the following points : — 

Paragraph S8 — Inain Tenure. — The definition of 'Inam^ or 'Alienated 
land’ given in this paragraph, is practically a quotation of the definition of 
the ■word ‘Alienated’ in Section 3(20) of the Land Bevenue Code. In 
the definition as quoted in the Eeport there is however an omission of the 
words ‘to payment of the rent or land revenue’ after the words ‘rights of 
Government’. The omission is material. 

Further down in the same paragraph, it has been stated that ‘all the 
Inam lands * * have now been settled 

on their present holders under the Survey Settlement Act of 1863’. There 
is no such Act as ‘Survey Settlement Act of 1863’. The reference pre- 
sumably is to the Summary Settlement Acts (H and VII of 1863). It 
may also be noted that these Acts do not cover the settlement of all 
the Inam handn. 

There are also some slight inaccuracies in the description of the different 
kinds of Inam lauds, e.g., in the further portion of the paragraph there is 
& statement that — 

‘Service Inams are of two kinds: — 

(1) Inams for services already rendered in which case they are in 

the nature of personal inams or grants, and 

(2) Inams for services to be rendered'. 

I I 

Of these the reference to (1) seems to be intended to apply to the com- 
muted service Inams. If so, they are not of the nature of personal inams 
fdescribed in the same paragraph. 

' j 

In the concluding sub-paragraph there is a statement — 

‘Watnns consist of grants of land made to officers either usefiiXto 
Government or to the community.’ 

If the term ‘Watans’ is used in the sense given to it in the "Watan Act, 
■'‘Community service Inams’ are not ‘Watans’ inasmuch as the Watan Act 

does not apply to them. 

*■1 

Paragraph 93 — Government tagai. — ^It is stated in this paragraph that 
‘There is scope of tagai loans where cultivator holds his land under a 
restricted tenure’. If this means that tagai is not now given on the 
security of lands held on restricted tenure, it is not correct. ' 
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No. 5. 

Better from E. N. Blandey, Esq., I.C.S., Seoretary to the Governmenf 
OF jBengai,, Einance Department, to the Secretary, Indian Central 
Banking Enquiry Comtmittee, No. 654-T. E., dated the 6th October. 
1930. 

* -Sf * * 

2. As regards the report of the Bengal Provincial Banking Enquiry 
Committee, I am -to say that the Bengal Government do not wish to ex- 
press any opinion now. Though the conditions of Bengal differ in many 
respects from those of other provinces, they fee] that the main problems- 
involved in the present enquiry must he general to the whole of India and 
that it will be premature to make observations upon the conclusion of the 
Provincial Committee before seeing the results of the Central Committee’s- 
deliberations. If, however, there are any specific points upon which, as 
affecting the main problems, the Central Committee desire information, 
this Government will be pleased to supply it to the best of their ability. 


No. 6. 

Letter from E. A. H. Blunt, Esq., G.I.E., O.B.E., I.C.S., Secretary to 
Governaient, Dnited Provinces, Einance Department, to the Sec- 
retary, Indian Central Banking Enquiry Committee, No. 5897-0., 
dated 20th September 1930, 

In reply to your letter No. 2380. dated September 3, 1930, I am 
directed to say that this Government have no observations to make on 
the report of the United Provinces Provincial Banking Enquiry Committee. 

'M' 


No. 7. 

Letter from the Revenue Secretary to Govt.rnment, Punjab, to the- 

Secretary, Indian Central Banking Enquiry Committee, No. 35416- 

Eev.. dated the 29th November 1930. 

I am directed to refer to paragraph 2 of my letter No. 28981, dated 
the 14th October, in which you were informed that the observations of the 
local Government on the report of the Punjab Provincial Banldng Enquiry 
Committee would be sent to you later. 

2. I am now to express regret that in the short time which has elapsed 
since the publication of the Report this Government have found it im- 
possible to arrive at any definite decisions on the recommendations of the 
Provincial Committee. Some of these, being of all-India importance and 
of a technical character, are matters which doubtless will have the full con- 
sideration of your Committee, and the Punjab Government would prefer 
to .await your Committee’s opinion hnd recommendations in regard to them 
before committing themselves to any definite view. Others which con- 
cern this Province only will receive immediate attention from this Gov- 
ernment, but before this detailed examination takes place the Governor in 
Council thinks it would serve no purpose if merely tentative views on speci- 
fic recommendations were stated for the information of your Committee. 

3. ,The recommendations that in Joint Stock Banks, cash balances' 
should not be less than 15 per cent, of deposits is the only suggestion- 
which the Committee has to offer on the difficult subject of the control 



of these institutions, and as such must be regarded as an inadequate con- 
tribution to the problem. There is no discussion as to the interpretation 
to be placed on the recommendations nor as to the method by which com- 
pliance is to be insured. The Committee have not, moreover, entered 
into the question whether there should be a legal minimum to the capital 
to be paid up before a bank is allowed to commence business. The 
Punjab Government would welcome any measure which would strengthen 
the trustworthiness of joint stock banking companies and would tend to- 
wards the encomagement of the deposit habit and I am therefore to ex- 
press the hope that the Central Committee will be able to devise means 
to secure these ends. 

4. I am to add that the Governor in Council considers that on the 
whole the report is a valuable contribution to the problems of internal 
finance and is throughout a reflection of sound common sense views. 


No. 8. 

Letter prom H. L. Nichols, Esq., I.C.S., Secretary to the Government 
OP Burma, Eevenue Department, to the Secretary, Indian Central 
Banning Enquiry Committee, No. 69-K.-29-Part VII (636), dated the 
29th September 1930. 

In reply to your letter No. 2386, dated the 3rd September 1930, on 
the Burma Provincial Banking Enquhy Committee’s report, I am directed 
to say that it has been suggested to the Local Government that the Central 
Committee might be asked to bring the following matters specially to the 
notice of the Government of India: — 

(i) The recommendation in paragraph 722 of the Burma Provincial 

Committee’s Deport (page 321) that the period of six months 
allowed for redemption after the preliminary decree has been 
passed in mortgage suits should b© reduced to two months; 

(ii) The recommendations in paragraphs 653 to 667 for legislation 

relating to definitions of the term “Banker” and correlative 
terms ; 

(iii) The recommendation in paragraph 781 for the provision of more 
accurate statistics concerning paper currency in Burma. 

The Local Government agrees that, if the Central Committee has no 
objection, this may suitably be done, and has no further observations 
fo make. 


No. 9. 

Letter prom H. L. Nichols, Esq., I.G.S., Secretary to the Gov- 
ernment OP Burma, Eevenue Department, to the Secretary, Indian 
Central Banking Enquiry Committee, No. 59-K. -29-Part VII (215/ 
31), DATED THE IOtH MARCH 1931. 

In continuation of my letter No. 59-K.-29-Pai’t VII (636), dated the 
29th September 1930, I am directed to forward herewith, for favour of 
consideration by the Indian Central Banking Enquiry Committee, copies 
of the enclosed letters in which both the Burma Indian Chamber and the 
Chettiyars’ Association request that the recommendations in paragraphs 
732 and 748 of the Burma Provincial Banking Enquiry Committee’s Eeport 
Volume 1, should be given effect to. ' 
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Letter from the Honorary Secretary, Nattukkottai Chettyars’ Associa- 
tion, Burma, Eangoon, to the Secretary to the Government op 
Burma, Binance and Eevenue Departjient, Eangoon, No, G.-21/ 
80-31, DATED THE 26TH FEBRUARY 1931. 

I am directed by my Committee to invite yom- attention to the recom- 
mendations' contained in paras. 732 ^d 748 of tlie Eeport of the Burma 
Provincial Banking Enquiry Committee, 1929-30 with regard to the exten- 
sion of Power of Sale and of Mortgages by Deposit of Title Deeds. 

As regards the Power of Sale, the Banking Enquiry Committee has 
recommended in paragraph 732 that “the whole of the Pegu and In’awaddy 
Divisions aud Akyab District and Mandalay town should be notified by 
the Governor General under Section 69 (1) (c) of the Transfer of Property 
Act (as amended by Act XX of 1929)“. 

With regard to Mortgages by Deposit of Title Deeds, the Banking 
Enquiry Committee has recommended in paragraph 748 that “as a cau- 
tious beginning the power to make mortgages by deposit of title deeds 
should be extended to the headquarters of all registration Sub-districts 
in the Pegu and Irrawaddy divisions, subject to i-he provisions for registra- 
tion and for limitation of period described above”. It has further recom- 
mended that “the Act XX of 1929 should be amended at the earliest conve- 
nience by substituting “region” for “town” in the clause pennitting such 
extensions, and extension should then be made to the whole of the Pegu 
and Irrawaddy divisions unless experience of the effects of the extension 
to towns has revealed objections not seen now'”. 

My Committee strongly support these recommendations and beg to 
request the Government of Burma to be so good as to move the Governor- 
General to notify the extensions recommended. .My Committee tnist that 
the Government of Burma wall be pleased to complv with their request. 


Letter from the Secretary, Burma Indian Chamber of Commerce, to ' 
THE Secretary to the Government of Burma, Finance and Eevenue 
Department, No. G. L. -157/30-31, dated the 23rd February 1931. 

I am directed by my Committee to address you with regard to the 
recommendations contained in Paragraphs 732 and 748 of the Report of 
the Burma Provincial Banking Enquiry Committee, 1929-30. 

With regal'd to the pow'er of Sale, the Enquiry Committee has recom- 
mended in paragraph 732 that “the whole of the Pegu and Irrawaddy 
Divisions and Akyab District and Mandalay Town should be notified by 
the Governor General under Section 69 (1) (c) of the Transfer of Property 
Act (as amended by Act XX of 1929)”. 

As regards Mortgages by deposit of title deeds, the Enquiry Committee 
has recommended that “as a cautious beginning the power to make 
mortgages by deposit of title deeds should be extended to the headquarters 
of all registration sub-districts in the Pegu and Irrawaddy Divisions, sub- 
ject to the provisions for registration and for limitation of- period described 
above”. It was 'further recommended that “Act XX of 1929 should be 
amended at the earliest convenience by substituting “region” for “towm” 
in the clause permitting such extensions, and that extension should then 
be made to the whole of the Pegu and Irrawaddy Divisions unless ex- 
perience of the effects of the extension to towns has revealed objections 
not seen now.” 
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My Committee strongly, support the recommendations mentioned above 
and beg to request the Government of Burma to be good enough to move 
the Governor General to notify the extensions recommended. My Com- 
mittee trust that the Government of Burma will be pleased to comply 
with their request. 


No. 10. 

■Letteb feom C. K. Bhodes, Esq., I.G.S., Opfg. Secretary to the Gov- 

'' ERNMEXT OP AsSAM, EiNANCE DEPARTMENT, TO THE SECRETARY, INDIAN 
Central Banking Enquiry Committee, No. 4428-E. { a ), dated the 
16th October 1930. 

With reference to your letter No. 2386, dated the 3rd September 1930, 
and in continuation of this Department letter No. 4174-E. (a), dated the 
IQth September 1930, I am directed to say that as the time for the 
examination of Beporb of the Assam Provincial Banking Enquiry Com- 
mittee has. been short, it has not been possible to obtain the advice of 
local officers, but only to make a general survey of the different recom- 
mendations. The observations of this Government on the recommenda- 
tions of the Committee as summarised in paragraph 232 at pages 220 to 
232 of the Beport, are accordingly given below: — 

No. 1. — This Government have adopted colonisation schemes in 
Nowgong, Mangaldai and Barpeta, where the influx of immi- 
grants is heavy and where considerable areas of waste lands 
are available for settlement. A colonisation scheme for 
North Lakhimpur is also in contemplation. These colonisa- 
tion schemes should effect the necessary control. 

No. 2. — ^^Government propose to examine this question at once, as- 
certain the facts and see whether any action is called for. 

No. 3. — The extension of rural societies in Sunamganj will be duly 
considered, when a whole-time Co-operative Inspector is 
available for the sub-division. With a proposed increase in 
the cadre, it is hoped this will be possible. As regards grain 
, golas a start has already been made in this sub-division. 

No. 4. — The question of extending the seed distribution operations 
both to individuals and to rural societies is under considera- 
tion. 

Nos. 5-6. — This Government fully endorse these recommendations. 

No. 7. — ^No remarks. 

No, 8. — The Government of Assam are not in a position to depute 
officers to advise on reclamation schemes and the like on 
any. extensive scale until they are able to foim a special 
riparian division of the Public Works Department which is 
under consideration, but for which they have no funds at 
present. Some difficulty is also anticipated in getting the 
Legislative Council . to pass legislation giving the necessary 
emergency powers regarding the maintenance of drainage 
and embanlcment works. Assuming that' feasible schemes 
are formulated, the proposal to finance them' by land improve- 
ment loans is reasonable, but it is doubtful whether it wo'uld 
be practicable in the absence of legislation making the lands 
improved by a scheme liable for the cost. 
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No, 9. — Government doubt whether it is practicable to give loans 
for the permanent fencing of cold weather crops. 

No. 10. — ^No remarks. 

Nos. 11-16, — Government endorse these recommendations. 

No, 17. — The present periods for repayment of loans by the 
Kamrup and the Sylhet Land Mortgage Banks were fixed 
after due consideration, but Government are ready to recon- 
sider the question in tlie light of the present recommendation, 
if this is found necessary. 

No. 18. — The Government of Assam will bear the Committee's 
remarks in mind in considering proposals for the grant of 
further loans to the land mortgage banks mentioned. 

No. 19. — Government endorse the suggestion. 

No. 20. — ^This question will be examined by Government. 

Nos, 21-23. — No comments. 

Nos, 24-27. — Government endorse these recommendations. 

Nos. 28-29. — The Eegistrar will be asked to consider these recom- 
mendations and submit his proposals. 

No. 30. — Government agree that the issue of debentmre bonds is at 
present premature, but they will duly consider the question 
when the time is ripe for action. 

No. 31. — ^No remarks. 

Nos. 32-37. — Government endorse all these recommendations. 

No. 38. — Government will consider this recommendation, although 
they are not convinced that newly arrived immigrants 
require no assistance in the shape of loans. 

No. 39. — Government endorse this suggestion. 

No. 40. — Government hope to continue to make liberal grants to ■ 
improve communications as far as funds permit. They also 
trust that, as time goes on. local boards will assist in raising 
money by further taxation whenever possible. 

No. 41. — This will be considered in due course, but action at pre- 
sent appears to be somewhat premature. 

No. 42. — Government, who at present have under consideration a 
proposal to increase the staff, hope to extend their activities 
in educating the public along the right lines of co-opera- 
tion. 

No. 43. — The only jute sale society in Assam, which was establish- 
ed in Nowgong, is now under liquidation. Before starting 
any other, Government propose to examine the working of 
such societies in Bengal. 

No. 44 . — Government agree. 

No. 45. — ^This would be advisable but Government share the doubts 
of the Committee, as noted in paragraph 97 of the main 
Beport, as to its practicability at the present time. 

No. 46 — No comment. 
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No. 47. — Government agree with the Committee that the scope for 
commercial banks in Assam is at present limited and the 
struggle for their establishment wiU be hy no means easy, 
but they are ready to consider sympathetically any such 
enterprise on the part of the local people. 

No. 48. — No remarks. 

No. 49. — Govemihent will consider this recommendation. 

No. 50. — ^Enquiries will be made by Government regarding land 
suitable for some trees. Experiments are being made as 
regards mezanglcori trees in the serioultural station in 
Shillong, and reports show that the trees are making good 
progress. The deterioration of these trees in value for the 
purpose of silk producing as they grow older, unless they 
are well cared for, is an important factor whioh may prevent 
extensive cultivation. 

No. 61. — Government are watching with interest the results shown 
by the present weaving schools and vnll add to their number 
when such a course seems advisable. 

No. 52. — This question is under the consideration of the Director 
of Industries and Government await his recommendation. 

' No. 53.- — ^No remarks. 

No. 54. — ^The Director of Industries' has been taking action to extend 
the activities of the Weaving Department on the lines sug- 
gested by the Committee. 

No. 55. — Government will give effect to this recommendation, as 
suggested by the Committee, when the staff is increased. 

No. 56. — ^This will be done. 

Nos. 57-58. — Steps are being taken to encourage the cultivator to 
grow more than one crop a year. It is hoped that the acti- 
vities in this direiition of immigrants from East Bengal will 
open the eyes of the indigenous cultivators, particularly in 
the Assam Valley. 

No. 59. — ^The recommendation of the Committee is being considered 
by the Director, who is now framing rules for credit sales. 
Several milk societies started in the Surma Valley are mak- 
ing satisfactory, progress. Government have deputed an offi- 
cer of the Agricultural Department to supervise the work 
and have also given financial assistance. Steps are being 
taken to organise milk societies in the Assam Valley also. 

No. 60. — Scholarships are already awarded, and their number will 
be increased when possible, provided funds permit. 

No. 61. — ^The Committee’s recommendation will be brought to the 
notice of the Advisory Board of Development. 

No. 62. — ^No comments. 

jq-Q. 63. — This Government see no objection provided the pract’ce 
recommended is uniform all over India. 

Nos. 64-69. — ^No remarks. 

No. 70. — Government agree 
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No. 71. — Only one plains sub-division is now without a Central 
Bank. The question of paying the cost of an extra Super- 
visor, either to the Provincial or to a district Central Bank, 
provided it agrees to finance societies within the sub-division, 
will be considered when proposals are received, 

Nos. 72-73. — No comments. 

No. 74. — Government will take steps to give effect to this recc 
mendation as far as possible. 

'Nos. 76-77. — Government endorse this recommendation. 

No. 78. — Government have alrcad,y taken action. 

No. 79. — Government hope to give effect to this recommendat 
when it is fouhd possible to do so. 

No. 80. — Proposals have been received from the Begistrar for 
strengthening his staff and they are now under examination. 
The recommendation of the Committee will be duly consi- 
dered before this question is finally decided. 

Nos. 81-89. — ^No remarks. 

No. 90. — These societies have already received encouragement and 
financial assistance from Government, 

Nos. 91-92. — Government endorse these recommendations. 

No. 93. — This question is already engaging the attention of Gov- 
ernment, who agree that caution will have to be exercised. 

No. 94. — ^There will be no administrative difficulty in giving effect 
to this recommendation, if the Government of India accept 
the underlying principle of granting exemptions to deposits 
which have been in existence for 6 years. 

No, 95. — No comments. 

b/o. 96. — The Registrar will be asked to re-examine this question 
..iid to submit his recommendations as to suitable banks who 
may be entrusted with deposits from local bodies. 

Nos. 97-98. — Government endorse these recommendations. 

No. 99. — Government have ordered that the clause in periodic 
leases issued after the 27th September 1919 restricting trans- 
fer to non-cultivators is not to be enforced without the con- 
sent of Government. Such consent has so far been given 
onlv in two local areas. The Committee’s recommendation 
is therefore on lines already followed by the Government of 
Assam. 

Nos. 100-102. — ^No remarks. 

No. 103. — Government endorse this recommendation. 

No. 104. — ^This will be considered in due course. 

No. 105. — This question in temporarily-settled districts has not 
hitherto been regarded as urgent, but it will be re-examined 
in the light of the Committee’s remarks. 

Nos. 106-109. — No remarks. 

Nos. 110-113. — This Government have no comments to make, but 
await the advice of the Central Committee on, these recom- 
mendations. 

Nos. 114-115. — No remarks. 
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^’os. 116-120. — Government can endorse some of the recommenda- 
tions but would prefer to await the result of their examination 
by an expert body. 

No. 121, — Government will consider the suggestion about leasing 
out jungly grazing reserves, for cultivation for two or three 
years to rid them of the jimgle. 

No. 122. — ^Expeximents on cattle fodder are being made and demons- 
trations imdertaken by the Agricultural Department. 

No. 123. — ^Expert opinions so far received do not favour castra- 
tion and inoculation work being undertaken by any but well 
trained men, but the matter will be further reconsidered in 
the light of the Committee’s present suggestion. Steps will 
oe taken as far as possible to urge the local boards to in- 
crease their veterinary staff. 

No. 124. — ^No remarks. 

No. 125. — Government endorse this recommendation. 

No. 126. — ^No remarks. 

No. 127. — Government agree. 

No. 128. — Government await the result of action, if any, taken by 
the Government of India. 

Nos. 129-135. — ^No comments. 

No. 130. — Government endorse this recommendation. 

Nos. 137-139. — ^No remarks. 

No. 140. — Government propose to examine this suggestion. 


No. 11. 

Letteu FKoii THE Secretarv to the Government of Bihar and Orissa, 

Einance Depari'ment, to the Secretary, Indian Central Banking- 

Enquhiy Committee, No. 6663-F. E., dated the 13th October 1930. 

I am directed to forward copies of certain comments 

made on the Provincial Committee’s Eeport by the following officers : — 
Eegistrar of Co-Operative Societies, 

Director of Industries, and 
Director of Agriculture. 

As already stated, these coinments should not be regarded as embody- 
ing the considered views of the local Government. At the present stage 
the local Government are not in a position to do more than to offer the 
following provisional observations on a few of the recommendations of the 
Committee — 

Paragraph 490 (S ). — It is of importance to bear in mind the risks attend- 
ing the storage of grain, lb which the Director of Agriculture refers. 

Paragraph 490 (9 ). — ^The Eegistrar of Co-operative. Societies has ex- 
pressed the view that the trainmg of official and non-official workers can- 
not be further improved without financial assistance from Government. 
P^niile Government agree that the need for improvement in the training 
of these , workers is very great and has been rightly emphasized by the 
Committee, the povertv of this province precludes them from boldine out 
Viiuch hope that help will be forthcoming from provincial revenues. 
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PaTagraph .490 (16 ). — The local Government are inclined to endorse the 
Tfews expressed by the Registrar in regard to this -recommendation. 

Paragraph 490 (18) and (22). — ^These extremely important recommenda- 
t’ons of the Committee will call for mature consideration. Government 
are not prepared at present to express even ,a provisional opinion on them, 
beyond observing that they recognize that there is much force in the 
difficulties urged by Mr. Hodge in his dissenting note. 

Paragraph 490 (19) and (20). — Government do not foresee any serious 
difficulty in giving effect to these recommendations, subject to the caveat 
entered by the Director of Agriculture in regard to the indiscriminate fiuanc- 
ing of land “improvements”. The Committee is correct in assuming 
that Government do not impose a fixed maximum limit of Rs. 5 an acre 
m distributing agriculturists’ loans. It has always been recognized in 
recent years that it is desirable to advance tahavi liberally when seasonal 
calamities occur. Whether the maximum limit should be fixed at Rs. 10 
an acre is somewhat doubtful. If a limit is to be imposed at all, it should 
probably vary -with the circumstances and with the type of land for which 
the advance is required. It might be possible to work out an approxi- 
mate scale on these lines. There would probably be no objection to 
fixing two years as the ordinary period for the repayment of the loans, but 
generally spealdng it would be undesirable to allow any extension of this 
period. The question whether agriculturists’ loans can be given for the 
purchase of brood lac requires legal examination. The local Govern- 
ment agree with the Committee that the Co-operative Department is not 
a suitable agency for the distribution of tahavi. 

Paragraph 492 (24). — Government agree ^vith the Committee that there 
is scope for further examination of the possibilities of developing cottage 
industries in rural areas. 

Paragraph 492 (28). — ^As observed by the Committee, the experiences 
of the Industries Department in providing credit for the replacement and 
extension of business have not been encouraging. It is doubtful how 
far that Department could usefully co-operate with the regular banks in 
this matter. 

Paragraph 492 (29). — ^The local Government do not think that the pro- 
vince is now ready for the starting of an Industrial Bank with Government 
assistance. This problem might, however, be approached by an all-India 
body such as the Imperial Council of Agricultural Research. 

Paragraph 494 (40). — ^The local Government were recently consulted 
by the Government of India on a proposal that cheques should be used 
instead of bill forms for Government payments at branches of the Imperial 
Bank of India, but they were unable to concur in this proposal. A copy 
of their letter No. 1307-R. B., dated the 23rd Time 1930, is enclosed. 

Paragraph 495 (46). — ^The local Government endorse the -views ex- 
pressed by the Registrar on the proposal that central and provincial banks 
should issue their own cash certificates. 

Paragraph 497 (61). — Government agree -with the Committee that it is 
'desirable that the record of rights should be more frequently revised. The 
Degislative Council, however, has in recent years been opposed, to revi- 
sional settlement operations, and Government are doubtfifi whether there 
is much prospect in the near future of securing their asstmt to this pro- 
posal. . 
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Views of the Begistear op Co-opebative Societies on the recommenda- 
tions OP THE Bihar and Orissa Provincial Banking Enquiry Com- 
mittee. 


Improvement of agricultural credit {paragraph 490.) 

1. Separation of the business of central banks into short-term and long- 
term business {paragraph 296). 

I am in full agreement with, this recommendation subject to the re- 
marks below and have already drafted a set of rules, now under examina- 
tion, to govern financing by central banks including recommendations for 
the separation of long-term and short-term accounts. The unsatisfactory 
position of most of the central banks in this province owing to non-recovery 
of loans advanced by them is in my opinion primarily due to the grant of 
loans for long-term purposes repayable within a period which is insufid- 
cient for the borrower to save the amount of each kist out of his annual 
earnings. In the early days of the co-operative movement the redemption 
of the agriculturists’ debts was placed in the forefront of the objects to 
be achieved, in spite of the fact that the amount of long-term money 
available was almost negligible. It was therefore impossible for the 
financing agency to allow the borrower a sufficiently long time in which 
to repay the loan, with the inevitable result that he was forced either to 
default or to indulge in further borrowing in order to repay the kist of his 
previous loan. The separation of long-term and short-term loans will 
not in itself afford a remedy, and the extension of the period of repay- 
ment of the former would be financially dangerous as the central barkB 
are not at present in possession of long-term money which they can utflise 
for the purpose. This recommendation must, therefore, be considered 
along with recommendation 8 below. 

2. Eodension of cash credits for primary societies {paragraph 2-51). 

This recommendation is in accordance with the policy of the depart- 
ment, a resolution of similar effect having been passed at a Co-operative 
Conference held in November 1928. Steps are being taken to extend the 
cash credit system as widely as is possible and draft rules regulating the 
conditions under which such cash credit can be granted to societies have 
been prepared and are under, examination. 

3. Raising of part of the capital required for short-term loans by means of 

- short-term hills {paragraph 278). 

Prima facie, this recommendation appears to be a suitable one but 
detailed consideration is required before it would be advisable to give 
effect to it. The views of the Provincial Bank are being obtained and 
the matter will be considered further when they are received. 

4. Restricted use of collateral security for short and medhim term loans 

{paragraph 247). 

This recommendation accords with the present policy of the depart- 
ment. There has, I consider, been far too great a reliance in the ngst 
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tipon material, and particiilaiiy landed, assets in the granting of co-opera- 
tiVe loans, dnd the fact that the basic security of such loans is moral rather 
than material and lies in mutual knowledge and confidence has been lost 
Sight of. Short-term loans for agricultural needs should in fact always 
be granted, upon the basis of the boiTower's capacity to repay, out of the 
profits of his harvest and not on the basis of his landed property. 1 have 
been bringing this principle to the notice of co-operative banlts and societies 
as widely as possible. Provided that it is strictly followed, I agree nith 
the view of the Committee that it vdll ordinarily be unnecessary to enforce 
collateral security for any except long-term debts. 

5. More grain golas in Ghota Nagpur and Orissa {paragraph 308). 

The experience of the department in regard to organisation of grain 
golas in Bihar, where their working has generally been unsuccessful and 
even disastrous except in aboriginal areas, e.g., the Santal Parganas, 
would appear to show that they are unsuitable for that area. This is pro- 
bably largely due to the improvement of transport facilities. In Chota 
Nagpur and Orissa such golas have not proved unsuccessful provided 
that they have not undertaken purchase and sale of the members’ pro- 
duce. I therefore, endorse this recommendation of the Committee. 

6. Some extension of the normal period for long-term loans {paragraph 298). 

Please see 1 above. I agree that an extension in such cases is vitally 
necessary, as the amount of such loans previously granted renders it im- 
possible for the borrowers to repay the instalments within the term now 
fixed. It is, however, essential to add the proviso that for the purpose 
of such loans long term finance is made available. An extension of the 
term of the loans without the necessary long term finance would obviously 
be extremely dangerous. It is also essential that any such extension 
should be preceded by a very close and careful scrutiny of every indivi- 
dual loan. Action with a view to such extension was in fact taken by the 
department in 1927 with very unfortunate results, since the majority of 
the central banks utilised the opportunity to carry out wholesale “revi- 
sions of kists” (covering all kinds of loans alike) which were in rhost cases- 
immediately followed by further defaults. 

7. Bedemption of mortgaged land hy degrees (paragraph 303). 

I ’am in general agreement with the views of the Committee in this 
connection and invite a reference to paragraph 24 of report of the Com- 
mittee on Co-operation in Burma in 1928-29, where it is held that it is 
rarely advisable to redeem old debts unless the debtor makes a substantial 
contribution himself and where a sum is required to transfer to the society 
a debt bearing a usurious rate of, interest tbe borrower should be made to 
show the sincerity of desire for repayment by selling any superfluous pro- 
perty which he can dispense with. I am strongly of opinion that the 
policy of undertaldng the wholesale redemption of debts by means of co- 
operative loans has been largely resjponsible for the difficulties in which 
the movement is at present involved and that the utmost precaution should 
be exercised in future in the granting of such loans which must be very 
strictly limited according to the extent of the long-term ‘ finance availatsle. 
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'“6. liaising oj cainiaj for rsdcinpHon of debt by debentures issued by the 

Provincial Bank {paragraph 343). 

As I have already staled above some step is indispensable for placing 
'the financing of long-term loans on a sound basis and I agree with the 
<}ommittec that the floating of debentures by the Provincial Bank appears 
to offer the most suitable solution of the problem. An application from 
the Provincial 33ank to lliis effect bus in fact already been received and 
thr matter is now under consideration. 

■-■Q. Improved training for ofjicia] arid >U)n-o])icial ivorkers {paragraph 291). 

I thoroughly endorse the Commitleo’s recommendation. Steps have 
•recently been taken to provide as efficient a course of training at the 
Sabour and Cuttack Institutes as is possible within the limited means 
available to the Co-operative Federation. The requisite funds are obtain- 
ed by a small levy upon the affiliated co-operative societies and nothing 
further can be done to render the training more efficient without financial 
assistance from Government. The levies already imposed on co-operative 
societies for .■uuh't, propaganda and training impose a very heavy tax 
which is, I believe, higher than elsewhere in India. It is not feasible, 
•therefore, to incur increased expenditure upon fliese Tivaining Institutes 
•%vithoub outside assistance. 

10. Less interference by central banks xvith primary societies especially 
in grant of short-term loans (paragraph 288). 

The principle contained in this recommendation is sound but in the 
present state of the movement the recommendation is, I fear, impracti- 
cable. In the vast majority of agricultural credit societies in this pro- 
vince the Punches themselves monopolise the major part of the loans and 
are generally Ihc worse defaulters. Until (he ordinary members of such 
societies Iiave been sufficiently educated in co-operative principles to 
guard their own interests the removal of control from the central banks 
in the matter of granting loans would make the exploitation of the ordi- 
nary members by the village Punches ca'cu more complete than at pre- 
sent. I may note, however, that the introduction of the cash credit 
system will, to some exient, provide the freedom of interference advocat- 
•ed by the Committee. 

n. Dctniled examination of reasons for higher rates of interest (para- 
graph 281). 

I have already instituted preliminary enquiries into the large margin 
1:)etween the borrovdng and lending rates of central banks in this province. 
Tt appcnr.s to be probable that the fund, which the existence of this gap 
creates, is largely expended on the pavment of dividends on shares parti- 
enlarly nnon preference shares, in building up reserves and odier funds. 
c.g., building funds, in payment of (ravelling allowance, etc., to honoi-nry 
work-iu''^. ,ind in mending establishment expenses. The enquiries hitherto 
msde. however, appears to show that the working canital of central hanks 
in Bihar and Orissa is low whil<’ (ho cost* of management in proportion tu 
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the working capittil is very high. The margin boiweeii the borrowing and' 
Joridiuv ravs is hicrhor than elsewhere, and the profit is low althcegli 
the dividends paid by the banks and the amount allocated to reserve and 
other funds are not' higher. The multiplication of small central bankfr. 
in Bihar and Orissa, involving a proportionate increase in the manage- 
ment cost, and the system of preference shares probably both contribute 
to these results, but a further important factor will probably be found 
to be the high contribution made for development, iraining, propaganda 
'and education by the central banks in ibis province in comparison with 
(uhe’- 'jir )V'n{ nherc Ihc major f^oi'tion of such expenditure is borne bv 
the local Government. A thorough and systematic enquiry which will 
talce into consideration not ouly the existing financial strength of the cen- 
tral banks in Bibar and Orissa in comparison with the financial strength of 
the central banks in other provinces but also the difference in the constitu- 
tion and function of such banks would be required to arrive at definite 
conc'usious on this point and to devise methods by wliieb this margin 
Itetwcen the bori'owing and lending rates can be reduced. Such an en- 
quirt may u^ell bo made by the Committee on co-operation which is pro- 
posed to be appointed. I do not, however, agree that a wholesale reduc- 
tion in the rate of interest on co-operative loans even if :it were to be 
feund possible would be advantageous to the ordinary cultivator. Cheap 
credit is ter\ dangerous when aceorapaniod by an inadequate realisation 
of its proper use, and I fear that the comparative ehcnpnc‘.«s of co-opera- 
llve loans and the ease with which tlicy have been Obtained have not 
mlreq\icnlly tended in encournjre a habit of borrowing for unproductive 
purposes The present aim of the doparlmoni is that the co-operative- 
organiv.atiou slioul I provide credit to the agriculturist at a reasonable rate 
but not so markedly below the local rate as to encourage reckless borrow- 
ing. Thus, for example, in backward areas wJiero the rate charged by 
mahajans is 2a per cent, or upwards the rate of interest, on co-operative 
loans is kept so far as possible at not less than 18? per cent. The result; 
of thi.s policy is a gradual reduction in the local rates of interest charged' 
h;. mahajans and such reduction has been accom]ianied by a simitar reduc- 
tion in tiic case of co-operative loans. Thus in many areas in Bihar 
f-r,cieti(s now give kians to their members a( 121 per cent, instead of 15“ 
per cent., whicli Avas ]ireviously the usual rale. lYliile I agree, therefore, 
wnh the recommendation of the Committee that an enquiry into the 
reason for the high rates is advisable, it does not necessarily follow that 
flic existing rate of interest charged upon co-operative loans is excessive 
or that it should ho immediately reduced. 


12. Expediting liquidation cases and p 2 thUshing rcsidts {paragraph 2do). 

T agi-ee Avith this recommendation, AAdiich is in accordanee AAuth the 
policy of the department. Steps have alrcadv been taken to appoint 
Avlnle-time liquidators m order to expedite the disposal of liquid.jtion ca.ses 
and an increase in the number of such appointments is only aw'^aiting a 
solution of the difficulty of financing the requisite advances to such offi- 
cers. This matter is noAv ]iendjng Avith Government. T also agree that 
it is de.sirable that facts and ficrurcs regarding liquidated societies should 
be published as AA-idoly as possible, narticularly -ndth a rievr to shmvmg 
that no practical risk is inA^olAnS in the acceptance of unlimited Habil'tv- 
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13. Exporhiient in branch banking (paragraph S06). 

To branch braiks have alreucly come into existence and the estab- 
lishment of such branches will perhaps provide a solution of the diffi- 
culty now being experienced owing to the existence of a large number of 
small independent banks situated in out-of-the-way places. 


34, CnncB7itration mainly on agriculUiral credit societies [paragraph 25d). 

I am in full agreement with this recommendation, which is now the 
jjolicy of the department. In pai’tieular, I am strongly of op’nmn that 
societies of special types and for special purposes should only be organised 
in exceptional circumstances. 


15. Creation of n hoard to advise the Hegistrar (paragraph 313). 

Provided that the functions o.f the board are solely advisory and that 
it is concerned only with banking questions, the constitution of such a 
body wfoidd perhaps not be open to serious obiection, though T doubt 
whether it would prove to be of any great value. It has to be borne in 
mind that co-opevativc banking differs in many fuv'dnTnmtal r^'snecis from 
ordinary joint slock banking and the advice of a body constituted as sug- 
gested by the Committee, tlio\igb sound from the point of view of ovdjnaiy, 
b.anking." might oasilv be detrimental to co-operative banking. It has 
also to be remembered that although in the present circumstances it is 
necessary for Government to exerciso control over the movement through 
the per.son of the Hegistrar, the ideal to be aimed at is that the move- 
ment should uHimatelv he self-eontro’led. The anpointment of such a 
body outside the movement would, therefore, be in my oninion a veivo'.wade 
slop and might br> .stroncly resented. I would suggest that if a Provincial 
Banking Boat'd is appointed as proposed bv the Committee the Hegistrar 
of Co-operative Societie.s should certainlv be a mernber and in that capa- 
city wouM be enabled to consult the Bo'ird on banking questions whenever 
he needed advice, but that the Board should not be given any closer con- 
nection with tbp co-operative movement and should certainly not have the 
light of scrutinising any instructions issued by him or of reporting on his 
annual report as suggested by the Committee. 


16. A further enquiry by a special co^nmitiee (paragraph 314), 
Government have already decided to appoint a Committee in 1931-32 


17. La7id Mortgage Banks (paragraphs 326-340). 

As the Committee do not think it desirable to add to the burden of the 
Hegistrar of Co-operative Societies bv plaeine th" administration of such 
Banks in bis hands I am not close’v eonce’’’'>erl with tbi.s rec'^mmendation, 
but T agree with the Committee that it would he unsafe for existing cen- 
tral banks to take up business of tliis nature and that such business should 
bo carried out by a different agency. 

2 V 2 
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18. Registered rural Mahajans (paragraphs 410—i>19). 

This recommendation also does not immediately concern the Co-opera- 
tive Department. My personal views incline to accord with those expressed 
by Mr. Hodge in his dissenting note. I fear that such registered Maha- 
jaus while evading tbe conditions of registration would utilise bo Itie full 
the facilities accorded by it and would thereby exercise a still greater con- 
trol over their clientele. To ensure even a superficial compliance with 
the conditions of registration considerable expenditure w'ould be required 
upon an inspecting and auditing staff and such expenditure might be 
much more usefully devoted to the inspection and supervision of rural co- 
operative societies which is the crying need of the movement in this pro- 
vince, 

19 and 20. — Do not concern this Department. 

Improvement of Commercial Credit (paragraph 491.) 

21. Licensed warehouses. — ^This proposal is now under consideration 
and I am not yet prepared to give my considered views on so important 
a recommendation without further examination. While such warehouses, 
if successfully organised, would undoubtedly prove of benefit to the agri- 
cultural classes the risks attending their working are very considerable. 
Apart from the constant danger of speculation and extortion to which co- 
operative enterprise of any kind already offers great opportunities, the 
danger of loss through fire or pests cannot be disregarded. A brief note on 
the establishment of licensed warehouses submitted by the Deputy Kegis- 
trar of Co-operative .Societies is enclosed herewith. The • existence of a 
system xmder which the agriculturist can store his crop and borrow upon 
it against its future sale when prices have risen would of course be of the 
greatest assistance to him, but it would be necessary for Government to 
finance the institution for the working of such warehouses in the firet in- 
.stance, 

22 to 29. — Do not concern this Department. 

Improvement of consumers’ and miscellaneous credit (paragraph 493). 

30. Multiplication of co-operative credit societies for professional men 

on limited liahility (paragraph 165.) 

31. Co-operative Credit Societies among employees (paragraph 366). 

32. Extension of urban' co-operative societies in towns (paragraph 309). 

. There is no objection to the acceptance of these recommendations (Nos. 
^0, 31 and 32). The prospect of the successful organization of urban 
banlcs in places where such banlcs do not already exist is now under consi- 
deration. 

Of the remaining recommendations those which concern this Depart- 
ment are discussed below. 

46. Home .saving s'afes should be distributed by co-operative end other 

banks (paragraph 463). 

This svstera of encouraging thrift hag alreadv been given a trial in 
thi.«; province but did not meet with any marked success in the villages. 
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I understand that the Bank of Behar in Patna introduced a similar 
scheme some 4 years ago but the scheme does not appear 
to haye met with any considerable support from the public. 
Such a scheme presupposes a state of banking development and 
thrift which is generally lacking and I do not consider that 
it has much chance of success at present except perhaps in urban 
centres. The Muthia system (by which handfulls of rice are set apart 
on ceremonial or other occasions, the grain being sold when sufficient 
quantity has accumulated and the proceeds deposited with the society) 
has proved a more acceptable method of saving in rural areas. 

With regard to the recommendation of the Committee for the issue of 
cash cei’tificates by central banks, 1 foresee the necessity for great 
caution. Central banlcs obviously do not command the same credit as is 
enjoyed by Government Postal Cash Certificates and in order to induce 
people to invest savings in cash certificates issued by co-operative bank.? 
a higher rate than that allowed by Government would have to be given 
and such rate can hardlv be less than per cent. If cash certificates 
were only issued for small denominations, as suggested, the cost of main- 
taining records, ole., would be proportionately heavy. I understand 
that the majority of Postal Cash Certificates issued are for denominations 
of its. 100 and above, from which it would appear that such certifi- 
cates are not being utilised for the investment of small savings. If this 
is the case it is doubtful whether the issue of cash certificates of small 
denomination by central banks would be successful. The large number of 
Central Banks w'ould militate against the success of the proposal. 
In view of those and other drawbacks the All-India Provincial Banks 
Association has decided that the issue of cash certificates, if introduced 
in co-oporntivo Banks, should be confined to Provincial Co-operative Banks 
only. At present, however, all the Provincial Banks of the country are 
able to obtain all the finance they require at lower rates than those which 
they would be compelled to allow on such cash certificates in order to 
make them more' attractive than the Postal Cash Certificates, and it is 
therefore doubtful whether they will be willing or able to give effect to 
the scheme. For these reasons I am unable to endorse the recommenda- 
tion of the Committee and would prefer that the Postal Cash Certificates 
should be issued for lower denominations than at present so as to encour- 
age smull savings in rural areas. Propaganda for investment in such 
cerlificates might well be carried on flirough the co-operative organiza- 
tion. 


Provincial ana Divisional Banking Boards (paragraphs 409—603). 

As already indicated, I am not in favour of giving these Boards, if 
created, any close connection with the co-operative movement, though a 
representative of the Co-operative Department should certainlv he a mem- 
ber. I observe, however, that while the Committee provide for repre- 
sentatives of the Imperial Bank and Joint Stock Banks, on the Provincial 
Banking Council no such provision js made for the representation of the 
Provincial Co-operative Bank. This omission was possibly due to over- 
sighii or it may have been considered that the Ee'gistrar of Co-operative 
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Societies would be a sufficient representative. Wliatcvsr may be the 
cause oi the omission I recommend that if such a Council is constituted, 
not only the Itegistrar but also a representative of the rrovinciul Co- 
operative Jianlc should be among its members. 


note of the Deputy Eegistrar of Co-operative Societi<is on the establish- 
ment of Licensed warehouses. 

The 13;mking Enquiry Committees in different 25rovinces bave recom- 
mended the establishment of licensed warehouses to enable the cultiva- 
tors to get better prices for their agricultural products. The general idea 
undcrly.ng the system is that the cultivators would stock their products 
in such warehouses and would get an advance against the sccurits of the 
goods stocked, equal to a certain percentage of the market prices. A< 
the poorer cultivators are compelled to .sell a good portion of their pro- 
ducts at haivest time in order fo meet the demands of the mahajans 
and the rent to the landlord, they lose a considerable amount owing to the 
prices at harvest time being very much lower than the pi'ices in April and 
iMay. In abnormal times such as the pi’esent year when there is a i)he- 
nomcnal slump in the prices of jute and paddy, the existence of such 
warehouses would have afforded enormous relief to the cultivators. They 
would not only have enabled the cultivators to tide over the present diffi- 
culties but would have greatly assisted in stab’lizing the prices and in 
this way relieve acute distress among the cultivating class. In the re- 
commendations of the Hoval Commission on Agriculture, stress has b'een 
laid on the importance of assisUng the ryots in the matter of marketing 
their products. Licensed warehouse^: are recognised as one of the best 
means for achieving this object. 

These licensed warehouses can be brought into existence if Govern- 
ment ofiCcred to central banks (1) a long lenn loan free of interest of about 
Ils. 10,000 for every warehouse they can establish, for the erection of the 
godown, (2) a small subsidy to maintain a clerk of, say Es. 50 pSr month. 
These warehouses would, in my opinion, enable the central banks to ga.in 
the necessary experience to organise co-operative sale soe’eties on sound 
lines and in my ojnnion it should be possible after five years, to do with- 
out the subsidy for the maintenance of the clerk. It has been recognized 
that credit societies b;y themselves cannot aflord the nccessai-y relief to 
the cultivators because they lose as much, if not more, by the lov/ price 
they obtain for their products as by the high interest they have to pay 
'o the mahajans. Tji other agricultural countries mai-kcting societies are 
considered to be one of the most important fornys of co-opcrat've activi- 
ties. In India, the importance of marketing societies cannot be over 
rated, but their organizaiion is beset with peculiar difficulties. Without 
.assistance from Government these cannot be broucht into existence. I 
am of opinion that there is urgent necessity of establishing a small nunv 
ber of such warehouses as an experimental measure. In Orissa tffere Js 
a pos.sibility of starting ope or .two immediately provided the assistance 
indicated can be secured from Government. 
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Views of the Director of Industries. 

This^ Department is only directly concerned with paragraph 492 of the 
Pi;ovnicial Banking Enquiry Committee’s report. The brief note append- 
ed belon IS, theiefore, confined to an examination of the Committee’s 
:vnd lecommendations as embodied in the above par‘iL'’;i])li and 
tlie chaplci on industrial credit. 

Financing cottage industries ; 

It is pel haps desirable as a preliminary to a consideration of the sub- 
ject of financing cottage industries, to have a clear idea ot what the toriu 
cottage industry me.ans and also the character of the pcojilc engaged 
in these industries. The Industiial Commission has (jiaragraph 206 oi 
dheu- leport) defined as follows: 

Industries carried on in the homes of the worlcer-'. wliicii we have 
designated as ‘cottage industries’. In these scale of operu- 
tiion is small and there is but little organization so that ihe\ 
are, as a rule, capable of supplying onl\ local noed'^. ' 

In Germany, however, there is a more clear and jiractical distinction 
<lrawn in the classification of various industries-. Enterprises are classed 
as Iiand-work if the number of emplorecs docs not exceed ten pir.sons ii- 
respective of whether they are rural or urban and whether or no! inaehin- 
ery is used. Thus, for all practical purposes the division is into large 
and small concerns. The latter represents broadh those small businesses 
in which technical skill and control bA the operative piny a larger narf 
than machinery. In other words, thev arc the still individualised work- 
•shops and small factoines as opposed to -the larec joint-stock units in which 
both production and organization are standardised. Briefly, then, in Gor- 
■many the following three classes of manufactures are recognised: 

1. “Out work*’, i.r., arls and crafts not using mechanical power. 

2. ‘‘Hand work” when the skill of the inrlividnal still predominates. 

6. “Industry” or mass production. 

As regards the nature of these “induslricb" it is best illustiated by 
"the figures from the 1921 census of occupation quoted iu the Committee s 
report m paragraph 171. The enumeration of a comparatively large num- 
bc” of 'weavov.s. tannev.s, carpenters, basket maker.s, potters, lailov-. shof‘ 
makers, masons, barbers, washeimcn and so on clearh sho'vs that the so- 
called “coi.lage iiulubtries*’ arc associated with tbc' supply of ibe primn’w 
needs of tbc rui'nl population in regard lo food, clothing and shell er, etc. 

As regards the character of the individual workers, engaged in thc'C 
'industi-ies, the Industrial Commission has Ike following commeni to 

-make: ^ 

“The workers arc usnallv uneducated and wifbouf .a knofi.edce O' 
anvthii-g rctrardinq theh' trade, except what can he acquired 
locallv. Tlieir lack of education denie.s them access cacn to 
the rnosl clementaiw technical lilcralurc, and ibev c-’U be 
influenced onlv bv ocular demonstrations in their prichbour- 
hood.” 

Einano'ai assistance to cottage industries. 


Ernm the forerro-ny. 
vcia! rtssislanee is 


it js, clear that so Inn" ns the problem o* finan- 
from the point of individual wovkev's peed*- and 
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wants no practical or sound scheme can be devised. It is impossible tO' 
treat each individual worker as an entity by himself and' build up a salis- 
faetory credit system on such an impractical basis. The obvious course* 
is to unify these individual workers into groups or units according to the- 
industry or craft. The best form of these groups is undoubtedly the for- 
mation of industrial co-operative societies. The second alternative would 
be to finance master artisans or craftsmen who would, in tura, finance 
the individual workers within tlicir own area and market their goods. 
Of these two methods, I would certainly favour the fir.st. 

Oiie of the main difijcultio.s in Ihe success of the; industrial co-opera- 
tive societies of cottage workers lies ,in tlie fact that the products of the 
societies cannot be marketed advantageously by them. The workers 
themselves have neither the business capacity nor the rcqui.cftc knowledge 
of the trade requirements. They are very ohen dishonest and disloyal to- 
the co-operative ideal with the result that sooner or later, they find their 
way imo the clutches of the ‘mahapin’ even though they may be full- 
fledged members of a co-operative society. The managers appointed for- 
those .societies are also not men of any great business or organising capa- 
city. 'It is for tliis reason I am inclined to bold the view that the fonna- 
tion of primary industrial co-operative societies alone will not yield 
the desired result. There must be a bigger and wider organisation at the 
back of these societies which will be in a position not only to finance- 
the individual societies but will also be able to dispose of their products 
in- the most advantageous manner. I would, therefore, suggest that these- 
socioties be afiilialed to a. federation or a wholesale co-operative society 
to whom should be entrusted the task of looking after the financial needs 
and requirements of its affiliated members on sound commercial lines and' 
distril-intion of their products in the market. The fundumental concept 
in tlii? [jv-rposa] is that it is fallacious to organise only ihe producing end 
on co-operative 1‘nes without a corresponding organtHation of the con- 
suming end to dispose of the manufactured goods. The history of the 
co-operative vfiiolesalo societies in England has proved conclusively that 
the old idea of the superority of production whiidi led the co-onerative 
movement to organise labour first and search for oonsumers afterwards- 
is basically unsound and certain to come to grief. The modem industrial 
co-operation has succeeded onlv bv orgnnis’ng and rewarding the con- 
sumers and afterwards employing labour. As some one pertinently said 
“Economically .spenkine, the powers of producing and consuming arc to 
the normal hxn-nan being as left hand and richt. Or, better still 
the hands are the producers and moutli that eats and f.hc eves that see 
the beantv of the world are consuming powers, and those that feed the 
desires of the heart by which the hands are governed.” 

As a concrete example of the nnplication of this principle in this nro- 
•vince, T mav cite the instance of the innnufacturn of haTid-woven textiles 
by the Industres Department on n fairlv large scale. The first step taken- 
was the introduction of improved looms, known as fiv-shuttle slavs 
amongst the weavers of the province and to tcacdi them to weave finer 
counts and cloths of varied and imm'oved texture. Ihe second step was 
to adant the products of handlooms to modem taste and reauirements 
from the noint of vie-w of improved des'o-ns and utilitv. With this end 
in view, Euronean desisners were en«Tn"ed -who have -ornduced a large- 
range of simple designs of a pleasing character applicable to furnishing" 
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abncs which could he woven without much difficulty on the shnple appli- 
ances possessed by the weavers. Through agencies in foreign countries- 
an propaganda and publicity at home, it has been possible to create an 
appreciable market for these goods in almost every countiw where there 
has been an_ attempt to place them for sale. At first the business being 
small, practically all manufacture was confined to the Cottage Industries 
Institute at Gul/.arbagh but as the business grew, it iras found nocessaiy 
to plan an exlension of manufacture in the villages. This was done by 
stationing a weaving supervisor in areas where there are colonies of weav- 
ers to whom the patterns were thoroughly explained and raw mate- 
rials issued. The wages were fixed on piece rate basis. As the business 
grew still further, it was found necessary to induce master weavers of 
the locality to take up the organisation of manufacture as middle men on 
the lines on which the departmental work was being carried on. Within 
a short time six of these master weavers or agents have taken up the manu- 
facture of the textiles. Recently a co-operative society has also been 
formed and it is hoped that in time the society will grow from strength 
to strength to a point where it can take over the marketing of these goods 
direct in the home as well as foreign markets quite independent of Gov- 
ernment. 

This unique experience of this department, in my humble opinion, 
illustrates the various factors and stages which are essential in organising 
cottage industries on co-operative lines. Given proper organisation, 
finance, technical knowledge and business ability there seems no reason 
why flour, rice, dal, oil milling, hand loom weaving, silk-weaving, boot and 
shoe making, tailoring, shirt and coat making, tobacco manufacturing, 
hosiery knitting, cabinet-making, basketing and so on could not be organ- 
ised successfully on the same lines as the Cottage Industries Institute 
has been able to organise the manufacture of hand-woven textiles as des- 
cribed above. 

I suggest, therefore, that a trade organisation styled as Co-operative 
Wholesale Society be set up by Government in conjunction with the apex 
bank and central hanks witli a nominal capital of, say 10 lacs of rupees, 
for organising and financing primary industrial co-operative societies 
throughout the province Professor Ch-irles Gid of the University of 
Paris who is an authority on the subject has stated, “Consumers societies 
do not require large capital for the reason that by their sales the capital 
renews itself rapidly, and even dailv, as in bakers’ shops, so that a small 
capital is enough for a large business." In the fiz’st few years, before 
the Soc!,.ty ‘got going’ with the organisation of producers’ and sales 
societies, there may be some losses to hear which will 
have to be recouped by Government. The control of Government over 
the wholesale soei'.dv should be indirect, i.o., through its "Board of Uirec- 
tors. The executive functions must be left in the hands of a competent 
manaacr re.^ruited, if necessary, from abroad from the staff of one of 
the wholesale consumers’ sociefie-^ which have been sucee'^sful to a re- 
markable degree in England. I am sure that such a society alone can 
serve the interdependent functions of production and con'^umption with- 
out which any organisation of cottage workers will he barren of result. 

As regards warehouses, the proposed wholesale .snc’etv will no doubt 
establish warehouses in suitable centres as it mav find nccessarv. Such 
details mav he left to the wholesale society to work out after due con- 
sideration and study of their problems first hand. 
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Financial assistance to organised industries. 

(26) The proposal ds in the natui-e of extension of commercial credit. 
The banks will no doubt accept the recommendation if they find that 
financing these industries is likely to be profitable to them. 

(27) The proposal is certainly worth further consideration and thorough 
investigation. 

(28) It is doubtful if any of the commercial banks will shoulder the 
credit risk involved in such financing. Tiio Imperial Bank has practi- 
cally stated thiit once n cash credit or loan is guaranteed by Goverumens, . 
the bank ds not even prepared to follow up the borrower’s progress in tbe 
q.'ime manner as it would follow up tbe progress of its direct clients. 
Whether the shroffs would do otherwise is a matter which can only be 
dcteimined by making an expei'imout which might bo tried. 

(29) I am not opposed in principle to an industrial bank but I still' 
maintain that the time is not ripe yet for estnbli.sbing a bank of this 
.Mature. Multiplicity’ of credit institution should be discouraged. The 
aim should be fo link up the indigenous banking sy.stcm with the organ- 
ised commercial banks. Tbe latter should gradually expand their services 
as the organised commercial banks have done in western countries. Tins 
will be possible only when India has a reserve bank brought into exist- 
ence. I hold tlic view that Government pioneering ‘and demonstration 
on the lines on which Japan worked and Mysore is working will be neces- 
sary for a long time to come. The followiiig extract from an authorita- 
tive article on Japan’s industrial development will ilhistrnlo what is meant 
by pioneering and demonstration by Government. 

“ the second advent of ^Yestern nations introduced to Japan 

the 2 )roducts of an industrial civilization contuties in advance of her own 
from the point of view of utility, though no-wise superior in tlie application 
of art. Immediately the nation became alive to the necessity of correct- 
ing its own inferiority in this respect. But tbe people being entirely 
without models for organization, without' financial ipachinery and with- 
out the idea of joint stock enterprise, the Govennbent liad to choose be- 
tween entering the field as an insti'uctor. and leaving tbe nation to 
struggle along an arduous and expensive way lo tardy development. 
Thei’c could be no question as to which course would conduce more to 
the general advantage, and thus, in days immediately subsequent to the 
resumption of administrative power by the Emperor, the spectacle was 
seen of o.ficinl excursions into the domains of silk-reeling, cement inalring. 
cotton and sillc spinning, brick-burning, ])r!niing and book binding, soap 
boiling, tvpc casting iiad ceramic decoration, to say notliing of their 
establishing colleges and schools where all branches of applied science 
were taught. Domestic exhibit ’’ons al’so wore organized and ’specimens 
of the countrv's products and manufactures wore sent under Government 
auspices to exhibitions abroad. On the other band, the effect of this 
new departure along 'Yi'estern lines could not but he iniur'ous fo the ,olf1 
domestic industries of tbe countiw, especiallv to those which owed their 
existence to tastes and traditions now regarded as obsolete. Here again 
the Government came to the rescue bv establishing a finn whose fune- 
tioTTs were to familiarise foreign markets with the nroducts of Japanese 
artisans, and to instruct the latter in atlantations likelv to appeal to Ocoi- 
dent.al taste. Steps were also .taken for training- women, as artisans ’ and' 
■the Govemment printing' hurenu set the exaniple. of -employing fernajo 
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labour, an lunovntiou whicli toon developed into large dimensions. In sbou 
the authorities applied themselves to educate an industrial disposition 
throughout the coustry, and as soon as success seemed to be in sight, 
they gradually' transferred from official to private direction the various 
model enterprises, retaining only such as. were required to supply the 
needs of the state. 


lesult of ad this effort was that whereas, in the beginning of the 
Meijieia, Japan had virtually no industries worthy of the name, she pos- 
messed 1896 is lo say, after an interval of 25 ;^eax's of effort no 
less than 4,595 industrial and commercial companies, joint stock or 
partnership- with a paid up capital of 40 millions sterling.’’ 


Views of the Director of Agriculture. 

Jharagraph 490, sub-iieads (1), (2), (3) and (4):— remarks. 

Sub-head (6) : — The storage of grain in Chota Nagpur, Orissa, and 
generally ,in this province is attended with considerable difficulties. The 
■climate is humid with the break of the rains righti through the year until 
about the end of Februarx If grain is stored in quantity without being 
thoroughly dried vcr\ consith'rahle damage max occur. 1 have personally 
seen numerous cases of such damage during the last ten years. This 
.applies particularly to xvheat, but other seeds are liable to be damaged m a 
similar manner. I am mformed that storage of paddy aud other food 
grains in large quantities at tlic jNIental Hospital, Kankc, has given the 
mithoritie.s very considerable 1 rouble. So. in m.y opinion any recommen- 
dation regarding the storage of grain in this province should be very guard- 
•ed. The indigenous method is io .store grain in .small quantities sim'ounded 
jn dried bhusa. 

Sub-heads 6 to 16: — No remarks. 

Sub-head (17): — Establisliment of a Land Mortgage Bank under Gov- 
•ernment: I can claim no knoxvledge on financial questions but at one time 
I had the opportunity of seeing the operations of the Land Mortgage Bank 
in Egypt, xvhich eventiiallv came to grief losmg a largo amount of money. 
Xn my opinion the utilization of publie funds in this cla.ss of work is a very 
hazardous experiment. 

Sub-head (19):— Local officers can do much in br'n.ging_ to notice the 
possibility^ of schemes involving capital improvement for which loans under 
the Land Improvement Ijoans Act can be given. All these local capital 
imju’ovements such as bunding indgation schemes, minor irrigation works, 
etc. I .should be preceded hv the fullest enquiry^ bv the experts of the De- 
partments concerned. India is full of monumentsi xvhere raonev has been 
wasted hv f.he ntfiemnt to con.slruct capital improvements xxothont suffi- 
^cient technical knowledge. 

Paragraph 491:— No remarks. 

Paragraph J92, sub-head (24):— In ihy opinion if means and staff were 
avadable one of the most promising subsidiary- industries that could be 
starf.ed is in encouraging fi.sherics. Propaganda work in the villages com- 
bined with' distribution of frv would, in mv opinion, lead to verv practical 
results'. Another poskihle I’ne of work is that in utilising the nroduce of 
‘ tari 'palm for lengthening the .siigai’cane < 7 ?/r malring season. This Depart- 
Paent is conduefing Pxnerffi^ents on fh^s lino at fhe request of the Honour- 
able Mihiiiter for Local Self-GoVemmcnt. 
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Sub-heads (25) to (29) : — ^No remarks. 

Paragraph 493: — ^No remarks. 

Paragraph 494, sub-heads (34) to (39 ): — No remarks. 

Sub-head (40 ): — I am entirely in favour of introduction of the practics- 
of paying employees of Government by cheque. 

Sub-heads (41) to (43) : — ^No remarks. 

Paragraph 495: — ^Encouragement of investment; — 1 consider that the 
recommendations under this paragraph are of the greatest value. Post 
Office Savings Bank Accounts for the encouragement of thrift should be 
of the greatest value to India. There is undoubtedly a good deal of sus- 
picion among illiterate classes which will have to bo got over. Propaganda 
work in favour of depositing money at the Post Office, forms in my opinion 
the most practical method for general improvement in the villages. 

Paragraphs 496 to 498: — ^No remarks. 

Paragraphs 499 to 502: — The provision of a Provincial Banking Council 
is excellent, but it seems doubtful if the proposed Board would be practi- 
cal even if it were possible for members to meet with any degree of re- 
gularity. The same remark applies with even greater weight to the pro- 
posed divisional Banking Boards. 


Letter from W. G. Lacey, Esq., I.C.S., Officiating Secretary to the 
Government op Bihar anh Orissa, Finance Bepartment, to the 
Secretary to the Government of India, Finance Department, 
No. 1307-F.B., DATED Pancui, the 23rd June 1930. 

Subject: — Use of cheques instead of bill forms by Government. 

I am directed to refer to Mr. Denning’s letter No. D.-3117-A., dated the 
i6th November 1929, on the subject of the use of cheques instead of bill 
forms tor Government payments at branches of the Imperial Bank of 
India. 

2. In reply, I am to say that the local Goveniment have consulted a 
number of officers under their administrative control and have given their 
careful consideration to the points urged in their replies as well as to those 
mentioned in the letter from the Government of India. The local Gov- 
ernment regret that they have been unable to find themselves in agree- 
ment with the views of the Government 'of India in this matter and they 
have been forced to the conclusion that the proposed change would lead' 
to disadvantages in more than one respect and should not be adopted. 

3. The following are a few of the difficulties that the drawing officer 
will have to face in case the proposed chancre is made. In practice, there 
will in very many cases be at least a day’s delay in cashing the bills, par- 
ticularly when the drawing officer’s office is situated at some distance from: 
the treasury or bank, because the cheque issued bv the treasury will appa- 
rently have to be bi’ought back to the di’awinji officer for endoi'sement be- 
fore it can be cashed. The delay will be accentuated if the drawing officer 
is absent from his headquarters. A possible rhethod of relief in the case' 
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'of pay bills would be to issue post-dated cheques on the preceding day but 
. even this may not meet the case of touring officers. JFurther, this method 
.would not meet tbo same difficulty as regards other kinds of bills. 

Complications are also likely to arise in case of loss of any cheque or 
•.of any clerical error occurring in a cheque. 

4. I'rom the point of view of the treasury offi.cer and his stafi the pro- 
•.vposed change would hardly be an improvement. The local Government 
.are not much impressed with the arguments advanced by the Imperial 
Bank in support of their view that the existing system is risky and unbusb 

'.ness-like. No instances have up till now come to notice in this province 
-of pay bills being fabricated. These bills are signed by the clerk in charge, 
'.the drawing officer, the treasury'' accountant and the treasury officer. It 
seems almost impossible to fabricate the signatures of so many officers. On 
"the other hand, it would seem easier to fabricate a cheque which will con- 
tain only one^ or two signatures. It is true that the bill forms used are 
usually on thin and common paper, but this, instead of opening the door 
'to easy fabrication, should really make erasures and fabrications more diffi^ 
-cult than good thick paper such as is used for cheques. It will not also 
'bo always possible to issue cheques according to their consecutive serial 
number : a cheque may bo spoiled, rendering it unfit for issue. 

5. The local Government are doubtful whether the general use of 
cheques by Government would materially assist the extension of the bank-' 

"ing habit. It is not intended that cheques will be issued to each individual 
employee of an office or to each applicant for a takavi loan and it is .un- 
likely that the lower paid clerks and menials whose pay is drawn on con- 
solidated bills will start banldng accounts. 

G. The introduction of the new system may be of convenience to the 
’bank in some measure, but it would, as the Government of India have 
"themselves anticipated, materially increase the responsibility and work of 
the treasury officer and would necessitate the appointment of extra staff 
in treasuries. It is estimated that the provincial revenues will be saddled 
with an extra recuning expenditure of not less than Ks. 1.300 a year (ex- 
cluding leave and pensionary charges) at each treasury wffiere there is a 
branch of the Imperial Bank. In return for this local Government would 
gain nothing, and in fact, as explained above, the new procedure would in 
certain respects be distinctly a change for the worse. His Excellency in 
■ Council considers, therefore." that this extra expenditure from the provin- 
cial revenues will be unjustifiable. 


No. 12. 

Lrttep from a. McDonald, Esq., I.C.S., Einancial Secretary to Gov- 
ernment Central Provinces, to the Secretary, Indian Central 
Banning’ Enquiry Committee, No. C.9/454-E.X., dated 26th Septem- 
r>ER 1930. 

In reply to your letter No. 2386, dated the 3rd September 1930, I am 
■directed bv the Governor in Council to sav that the local Government does 
not wish to expres.s anv opin’on on the Central Provinces Banking Enquiry 
Committee’s report at this sta^e and prefers to awrait the Central Com- 
mittee’s report before formulating its views. 
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Correspondence with Chambers of Commerce and ciler Associations and with the 
India Office regarding financioig of foreign trade and restrictions on non- 
nationals. 

I 

Letters from the Secretart, Indiak Central Baekin L..'; '■ ' 
CojIMITTEEj TO THE SECRETARY, ThE EeDEEATION OE INDIAN CHAaiBEES 
(No. 316) AND THE Associated Chaaibees oe Comsierce (No. 317), 
DATED THE IOTH SEPTEMBER 1929. 

Subject.' — Financing of Foreign Trade. 

I am directed to forward lierewitli for tlie information of the members o^ 
your Pederation/Association a copy of a letter issued to the Chairman of the 
Exchange Banks’ Association, Calcutta, on the above subject. Since many 
members of your Eederation /Association, especially those engaged in the 
import and export trade, will be interested in the questions referred to in that 
letter, I am to request that their opinions may be ascertained and communicat- 
ed as early as possible. It is desirable that these opinions should be support- 
ed as far as possible by facts and figures. 

2. I am to add that no separate communication is being sent to the indi- 
vidual Chambers of Commerce who are members of your Eederation /Associa- 
tion. 


Letter erom the Secretary, Indian Central Banking Enquiry 

CoMItHTTEE, TO THE CHAIRMAN, EXCHANGE BaNKS’ ASSOCIATION, 

Calcutta, No. 318, dated the 10th September 1929. 

I am directed to forward herewith for your information an advance copy 
of the questionnaire that will shortly be issued by the Indian Central Banl<ing 
Enquiry Committee in regard to the .financing of foreign trade. The Sub- 
Committee of the Central Banldng Enquiry Committee which has been 
appointed to deal with this question would like to have the following further 
details in regard to the operations of exchange banks which have not been 
included in the questionnaire whieh will be issued to the public. 

2, In the fiirst place the Sub-Committee desire to obtain information as 
accurate as possible in regard to the finance that is required for the import 
and export trade of India, meaning by this trade the trade to and from the 
ports of India. If imports could be set off against exports, the finance re- 
quired for this purpose would be the difference between the value of the imports 
and the exports. The Committee understand that in the case of a few fiims 
the import and export obligations are thus set off and that in most other cases, 
the finance required for the import trade has to be treated separately from the 
finance required for the export trade . As this is done mostly through Exchange 
Banks, the Sub-Committee would be grateful if you would be good- 
enough to furnish them with all the available information at your disposal in 
regard to this matter, and also state what finance is required on the average 
for say £10,000 worth of goods and for what duration of time. If accurate 
information is not available the Sub-Committee would appreciate if an 
approximate estimate of the total finance required could be furnished- 
If any of the facts or figures furnished are to be treated as confidential, the 
same may kindly be indicated in your reply. 

VoL. ir 2 w 
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3. The Central Committee is dealing with the credit facilities given by 
hanks of various classes like the Imperial Bank of India, the exchange hanks, 
the co-operative hanlis and the indigenous and phit stock banks, to local 
industries, internal trade and agriculture. In dealing with this question, it -svill . 
be necessary to have accurate informal ion as to the extent to which the Ex- 
change banks take a part in this financhig. I am to request that informa- 
tion on this point may also he furnished in your letter supplying the figures 
and information asked for in paragraph 2 above. If the exchange banks, in 
u,ddition to the facilities mentiond almvc, are also affording any assistance 
to any other class of baulks in this country, information regarding such assist- 
a.uce may also be furnished. 


Eeplies by the British Members of the Associated Exchange Banks to the 
Supplementary Questionnaire issued by the Indian Central Banking 
Enquiry Committee. 

Question 1. — Describe ihe pari played by ihc different classes of Banlcs 
and Banhers and Importing and Exporting firms in ihe financing of the 
Foreign Trade of India during the following stages : — 


(a) Export Trade. — 

(/)) From the I’Ulagc io the Mandi, 

Ansiocr. — From tlxo village to the Mandi the export trade is financed 
by the Zemindars, Banias, and Co-operative .Societies. The Imperial 
Bank of India and Indian Joint Stock Banks also help to some extent in 
financing in villages, as Ihoy lend money in Mnndis against hypothecation 
of stocks in Commission Agents’ and Exporting houses’ godowns, who 
in turn lend to village producers against the latter’s contracts to deliver 
produce at subsequent dates. The above Banks also lend money in 
Mandis against currency Inmdis and thus ^feed the market with money 
which goes to the villages for purchase of produce. 

(ii) From ihe Mandi to ihe exporiing poris. 

Ansiver. — From the Mandi to the exporting ports it is financed by the 
Imperial Bank of India, Indian Joint Stock Banks and Exchange Banks. 
The Indigenous Banks and some of tlie Excliange Banks make advances 
against produce in Godowns but the Exchange Banks usually limit their 
accommodation to such firms who do export business. In Mandis the 
exporters usually take delivery of tlie produce through a shroff (guarantee 
broker) who finances the payments and the shroff will receive a demand 
draft on the exporter's firm drawn on their office at the port, signed by 
the firm’s representative at the larger centres for the price of the com- 
modity. Fie generally receives a commission of to F per cent, for this 
frausaction. These drafts are purchased by the Indigenous as well as by 
the Exchange Banks and the Shroff thus receives funds to finance further 
transactions. The^ export is cared for by the larger export firms at the 
ports such as Balli Bros., the Exchange Banlrs financing by the purchase 
of Foreign Bills, either with or without documents. 



■(b) Import Trade.-— 

(?) Fw7n the importing ports to the distributing centres hi India, 
such as AmritsaT, Delhi, Cawnporc , etc. 

. •— Irom the importing ports to the distributing centres in India, 

it IS generally financed by Exchange Banks, -Indian Joint Stock llanlis 
and big .mport aour.es such as Balli Bros. The goods are shipped to a 
po..t and the Telative bills sent to an up-countrj' Agencj" for collectioru 
Eiom. he poit the goods ain railed up-country. The importers in the 
ma]Oiitj of cases pay these bills by means of loans granted by the Ex- 
change Banks financing the bills against a margin of 20 per cent, of the 
value of the goods plus all import charges, with interest at Imperial Bank 
rate. _ Goods taken delivery of by the importers from their loan account 
are either sold for cash or on credit of from 2 to 4 months with interest 
at 6 per cent, or more per annum to dealers. The dealers exhibit the 
goods ^ in their shops in the larger distributing centres and dealers from 
the villages come to those centres and buy for cash and/or on credit. 


(u) From the distributing centres to the consumer. 

Ansioor. — ^From the distributing centres to the consumers it is financed 
by the Commission Agents (Arthias) acting as middle men. They buy 
for the dealei's in lai’ger villages, who in turn sell to the dealers in smallei' 
villages, who sell to the ryots against the security of their pi’omise to 
•pay w''hen the crops are harvested and sold. 

Question 2. — What are the terms on tchich the financing of trade during 
the ab )ve stages is done'.' 

Are any difficulties experienced hi connection with the above financing 
'and have you any suggestions to mahe for removing those difficulties and 
for improving in any way the existing financial facilities available for the 
movement of imported and exportable articles? 

An siccr.— In the case of the export trade the produce is bought on 
the threshing floor by eaniers or zemindars to be carried and sold at the 
nearest market. Produce is also sold to Banias in liquidation of pro- 
ducers’ debts and the IBanias store the pi’oduce to sell at a time it can 
fetch the best price. In the Mandis the produce is pledged with the 
Imperial Bank of India and other Indian Joint Stock Banks or Commis- 
sion Agents at I'ates varying f)'om 6 to 9 per cent, per annum. 

The Import Ti-ade from port to Mandi is generally financed by Ex- 
change Banks and also other Banks -and big import houses at rates var_\ - 
ing hetwern 6 and & ])ei cent, per annum. From the Mandi to the 
consuming centres it is financed by the Commission Agents at the rate of 
6 to 9 per cenr. per annum. The obvious disadvantage is the laige num- 
ber of middle men employed. Further the funds of Commission Agents 
remain locked up for unusually long periods. With further development 
of Banking the Commission Agent may be relieved of this burden and 
imjirovcd means of communication are tending to biing the pioducet 
direct into the market. 


2 w 2 
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Question 3. — It has been suggested that the grower of produce in India 
does not get the full for his produce on account of the speculative buying 
and selling activities of firms and companies who deal in the export trade 
and by the contiol of prices by these and other bodies. What are your 
vieius on this suggestion^} Please supplement your views by any facte 
and figures ^vithin your knowledge. Have you any observations to make 
ivith a view to ensure a better return to the groivers of produce in India? 

Answer . — There is a good deal of truth in the suggestion. The village 
producers -ire illiterate people and know very httle about the trade and 
coiumeree of the articles they produce. They are afraid that if they 
themselves market the produce they will be cheated by a Commission 
Agent. Producers are heavily indebted to village Banias and Co-opera- 
tive Societies and have to pay land taxes to the State at the time of the 
harvesting of their crops. In the circumstances the producer cannot but 
sell his produce on the threshing floor, when in accordance with the laws 
of supply and demand the produce is usually cheap. Later on the ]))i(.'es 
may go up but the produce is in the hands of others who have cornered 
it. That the producer may get a better return it is suggested that he 
should be educated and should at least be fully aware of the commercial 
history of the articles he produces. In the meantime if might be possible 
to .irrange some inethid of disposing of his crops at market prices which 
might be done by a commercial agency which could receive his crop, on 
the lines of Grain Elevator Companies as in Canada, the Argentine, and 
elsewhere. These agencies would receive the crops of various ryots, and 
give 3 receipt to the consignors, stating thereon the trade of his crop and 
advancing him say 50 per cent, of its value, the balance being paid on 
the basis of the average price obtained from sales of the particular grade 
during the season less an agency commission. If the ryot had confi- 
dence in such an institution he could devote all his attention to the 
growing of his crops, Imowing that his interests as regards the sale 
thereof were being better looked after, and with better results than if he 
sold the crop himself. He would also have the satisfaction of knowing 
that he had obtained the same price as the other ryots for his crop. 

Means of transport between the Mandis and the neighbouring villages 
should be improved and well guarded and so enable producers to come 
in direct touch with the Mandi. 

Further to help them in their financial matters the establishment of 
Land Mortgage Banks is most essential. With the establishment of Land 
Mortgage Banks, selling agencies, improved means of communication and 
a certain amount of education it is probable producers would get a better 
return for their produce. 


nhortere*^ ■*^pnk o? Tn;»|a. Australia and China. 
National Bank of India, Limited. 

Hongkong and Shanghai Banking Corporation. 
Mercantile Bank of India, Limited. 

Lloyds Bank, Limited. 

Eastern Bank, Limited 

P. and 0. Banking Corporation, Limited. 
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iEXTEE. moM THE Seoeetaby, Indiait Centeal Bahkihg Enquiey Cum- 
mittee, to the SIahaging Direotoes, (1) The Bahk oe Baeoda, 
Bombay ; (2) The Bank oe India, Bombay ; (8) The Bank oe Indoee, 
Indoee ; (4) The Bank oe Mysoee, Bangaloee ; (5) The Benaees 
Bank, Benaees ; (6) .The Centeal Bank oe India, Bombay ; (7) The 
Indian Bank, Madras ; (8) The People’s Bank oe JSToetheen India, 
Lahoee; and (9) The Punjab National Bank, Lahore, No. 335, 
DATED THE 17th SePTBJIBEE 1929. 

I am directed to forward herewith two questions sent by a member of the 
■sub-committee of the Indian Central • Banking Enquiry Committee which was 
appointed to deal with the question of the financing of foreign trade of India. 
They were considered at a meeting of the sub-committee held at Calcutta 
towards the end of last month and it was resolved that certain Specified Indian 
banics might be supiDhed with a copy of these questions and requested to fur- 
nish the sub-committee with their answers. I am therefore directed to re- 
quest that, if 5'our bank has no objection, replies to these questions may be 
sent to me as soon as possible. 


List of Questions. 

I. What are the difficulties experienced bj^ Indian banks in developing 
'foreign exchange business and what may be done to remove those 
difficulties ? 

II. What may be done to secure the starting of branches at some princi- 
pal foreign centres of trade by some Indian bank or banks % 


Xettee eeom the Secretary, The Associated Chambers oe Commerce 
OE India and Ceylon, to the Secretary, Indian Central Banking 
■Enquiry Comahttee, No. 370-33-A. C., dated the 12th September 
1929. 

I have the honour to acknowledge receipt of your letter No. 317 of the 
10th instant and to state that as requested therein all members of the Asso- 
uiation are being consulted in regard to the questions referred to in your letter 
to the Chairman, Exchange Banks’ Association, -Calcutta. I shall address you 
again as soon as the replies are received. 


Letter erom the Manager, Bank oe Indore, Lhiited, to the 
Secretary, Indian Central Banking Enquiry Committeb, dated 
THE 21st Septeaiber 1929. 

Enclosed I have the honour to hand you my replies to the two questions 
deceived with your letter No. 335 of the 17th instant. 



Question No. 1 . — ^What are the difficulties experienced hy Indian banhs 
in developing foreign exchange business and vhat may be done to remove 
those difficulties ? 

Answer. — I thinli this question is based on a wrong understanding o^ 
facts. Are there any Indian banks who are endeavoui-ing to develop foreign 
exchange 1 I do not Imow of any, so I am not able to mention any difficulties. 
Indian banks are experiencing in dovelopmg that branch of banking busmess. 

I should saj’- one difficulty would be the absence of branches abroad. An d 

this leads to the second question. 

\ 

Question No. 2 .- — What may bo done to secure the stalling of branches at 
some principal foreign centres of trade by some Indian Bank or Banks ? 

Answer. — In my opinion Indian banking is not j’-ct sufficienfly developed 
for foreign exchange banking. There are not many foreign exchange banks, 
and at present the few Indian banks that exist have not grown sufficiently 
in size and importance to enable them to sjnead branches abroad, even if 
the}^ did wish to enter into a foreign exchange business, which, I thinkj'the}^ 
do not wish to do. Also, it is not usual for a bank doing an ordinary banking 
business to take up foreign cxcliange. 

A banlc must attain to a certain size and sfandard before it can safely 
extend to foreign countries. Capital is neccssar}’ for such expansion and a 
bank must have some standing and a considerable amount of funds before it 
can compete with other large and important exchange banks, like, for instance, 
the Chartered Bank of India, Australia and China, with over ten crorcs of 
rupees in capital and reserve and very large workuig capital. 

Compare this with our largest Indian bank, the Central Bank of India, 
limited, which has in capital and rcserv’c roughly two and a half crores and 
quite a small working capital coiuiiared with the Clinrtered Bank. Next 
to the Central Bank comes the Bank of India and a long way after come a 
whole lot of small banks Avith quite insufficient funds and standing to enable 
them to open branches abroad and dcA’elop a forcign exchange business. 

I think Indian banking (I refer to modern banking methods) has to grow 
and develop in its own way as banldng has grown and developed in other 
countries, and I thinlc it is gradually growing and dovelo])ing. I do not see 
how any aid Government can give could force the growth. Banlcs live upon 
the confidence of the public and until that has been secured no great headway 
can be expected. 

It seems to me that it would be quite possible for a group of wealthy 
Indian export and import merchants, say in Bombay, to start an exchange- 
bank with the head office in Bombay and a branch in London, and I think 
such an undertaking would perhaps lead to the way for other Indian ex- 
change banks. Exchange banking is a very profitable business if undertaken 
on sound lines. I think I am right in saying that exchange banks make larger 
profits than other banks. 

Perhaps Government might help to some little extent in this direction by 
persuading some big Bombay merchants to co-operate for this purpose, and 
the Secretary of State might promise such a bank facilities for tho purchase of 
Council Bills by placing the name of the bank on their stanod list. This- 
would give the bank a certain amount of “ Izat ” amongst other banks. 
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Letter eroji the Secretary, Irdiah Bark, Lisiited, to the Secretary, 
Irdian Central Banking Enquiry Committee, No. C. H- -38-707 
DATED THE 21ST SEPTEMBER 1929. ’ 

With reference to your letter No. 335, dated the 17th instant, as this Bank 
does not do loreign exchange business, I regret I am not in a position to reply 
to the questions sent by you. 


Letter from the Chair man, Exchange Banks’ Association, Calcutta, 

TO THE Secretary, Indian Central Banking Enquiry Committee, 

DATED THE 24tH SEPTEMBER 1929. 

I am directed to acknowledge receipt of the advance copy of the ques- 
tionnaire, that will shortly be issued by the Indian Central Banking Enquiry 
Committee in regard to the financing of foreign trade. 

2. This questionnaire, we understand, will shortly be dealt with by a 
special Sub-Committee, appointed by the Bengal Chamber of Commerce, on 
which a representative of this Association will have a seat. It does not 
appear to us that any separate reply to the questionnaire is called for from the 
exchange banks, as most of the questions are obviously addressed to the mer- 
cantile community as apart from the banks. The Exchange Banks’ represent- 
ative, however, on the Chamber Committee will be able to render such assist- 
ance as may be necessary in all matters relating to banliing custom and pro- 
cedure. 

3. The further details desired of operations of exchange banks in India 
which have not been included in the questionnaire, are not available here. As 
they are of a strictly confidential nature we suggest you should ask the Direc- 
tor-General of Commercial Intelligence and Statistics to endeavour to procure 
them in consolidated form through the same channel as he obtains the figures 
relating to capital, reserves, deposits, and cash recorded on page 1 of the 
Statistical Tables relating to Banks in India published by his department 


\ 

Letter from the Managing Director, The Central Bank of India, 
T.u\ tttet>, Bombay, to the Secretary, Indian Central Banking 
Enquiry CoannTTEE, dated the 26th September 1929. 

With reference to your No. 335 oftheI7th instant and the two questions 
sent therewith, we have the honour to submit our views thereon hereunder. 

The chief difficulties in the way of an Indian bank opening its branch in 
London for doing foreign exchange business are as follows :• — 

(1) It must have a large capital, say over Bs. 2 crores, in order to com- 
mand credit in the London Discount Market as well as with exchange banku 
doing business in India. 
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(2) To open a brancli in London and maintain it in stylo on correct lines 
the institution should he in a position th sacrifice Ks. 5,000, or more every 
month for a period of at least three years for maintenance and to meet unfore- 
seen losses in a new line of business, which must naturally result for want of 
practical experience. To expect the branch to be self-supporting within three 
years of its existence would be, in our opinion, too optimistic a view to adopt 
considering the strong position of the exchange banks and the very narrow 
margin on which the branch must work to attract business. 

(3) The branch must have a trained and reliable staff with some 
knowledge of international exchange. 

(4) The floating resources of the bank should be wide enough to permit a 
big turnover. 

(6) Political movements in India have a good deal to do with the banldng 
and trading facflities which an Indian bank could expect from British and 
foreign banks in London and at other places. 

(6) A Bank with its head office in London has bettor chances than one 
■with its head office in India of securing import and export bills as weU as 
bills for collection and, being on the spot, is more conversant "with the pre- 
valent monetary situation . 

(7) An Indian bank opening its branch in London can hardly expect to 
receive local deposits or other business from the British public or merchants 
and manufacturers. Even banlss like the Chartered, National and the Jler- 
cantile are not much patronised by the public in liondon, and they are cliiefly 
known to business firms trading with the East. 

In the past, attempts have been made tci establish branches of Indian 
banks in London. The defunct L;dian Specie Bank had a branch in London, 
hut it was established more for its silver transactions than for regular banking 
business in foreign exchange. 

One of the other joint stock banlis under Indian management doing 
business in foreign exchange, though on a small scale, is the Antral Bank 
of India, Limited. Although it has resources enough to open a branch in 
London, it has been developing its foreign business through Agents and has 
been successful in forming useful connections. In the ordinar}^ course these 
might have sufficed to justify the opening of a branch in London. Due, 
however, to the foUo'wing difficulties the growth of its foreign exchange 
business has been arrested, and but for its strength the Central Bank might 
.have had to give this business up entirely ere now’^ :• — 

(a) Constant rumours about its credit, consequent on aggressive prose- 

cutions permissible under law, defective as it is at present ; 

(b) Determined efforts of rivals and enemies to make capital out of such 

rumours ; 

(c) Periodical runs on the bank engineered by designing individuals ; 

(d) Tendency of British banks to lend restrictedly even against Govem- 

meiit of India securities, due perhaps to their talcing too serious 
a view of the differences between Government and the extreme 
section of political thought- 



(e) Britisli banks, umvilling as they are from a patriotic point of view 
to lend to Indian^ banks, even against gilt-edged securities, 

• . ask for higher rates of interest than those ruling in the market, 

_ and these high rates of interest would absorb the small margin 
of profit in such business. Besides, it would hardly pay an 
Indian bank to borrow monies in India and employ them on the 
London Discount Market. 

if) Lorcign Banks, being not conversant with the real political situa- 
tion in India, are inclined to exercise undue caution, and wifi, 
only pass their business in bills for collection on to banks 
having head offices in London rather than to joint stock 
banks established in India. 

(g) The attitude of some of the exchange banks in India to suspend 
facilities in forward transactions in exchange at the spread of 
any rumour regarding this Bank. 

Some of the above difficulties, as will be realised, are bj’’ nature such that 
they cannot be removed by Government interference or legislation. They 
could only be solved b.y mutual trust and goodwill. But, besides the above 
difficulties, exchange banks in India — British and Foreign— have been so 
well-established and so amplj'^ provided vith funds through their Indian 
branches and the London IDiscount Market at relatively cheap rates that it 
would be extremely difficult for an institution outside their circle to compete 
with any measure of success, at least for a time after the starting of the ex- 
change business. Government, however, could encourage approved Indian 
banks to establish branches in London by giving them a part of their ex- 
change business and hy rendering it possible for such Indian banks to borrow 
from the surplus funds at the disposal of the Secretary of State for India, at 
the same rate at which his deposits are made with the Big Five and other ' 
British banks. 


Letter eeom the 1\Iahagek, The Bahk oe India, Lkhted, Bombay, to the 
^Secretary, Indian Central Banking Enquiry CoMnTTEE, 
1^0. 54828, DATED THE 30 th September 1929. 

With reference to your letter of the 17th instant, and in answer to the 
two questions (1) difficulties experienced by Indian banks re. foreign 
exchange business, (2) what may be done to start foreign exchange business 
by Indian banks, I beg to state that as I am not concerned with foreign ex- 
change business, I am not really competent to answer the questions. 

Foreign exchange banking is, in my opinion, a special subject necessi- 
tating connection, association and residence in the countries concerned, e.g., 
the National City Bank of New York is peculiarly competent to deal with 
foreign exchange transactions between America’ — ^India and London, the 
Yokohama Specie Banlv, Limited, is concerned with Japan' — ^India and London, 
-the Hongkong Bank, Limited, is concerned with China; — India and I^ndon, 
the Eastern Bank-, Limited, is concerned with Mesopotamia — ^India and 
London. The Netherlands Trading Society is concerned with Holland, Bel- 
gium, Germany' — ^India and London. The Chartered Bank of India, Australia 
'and China is concerned with the Straits Settlements— rindia and London, 
fiffie National Bank of India, Limited, is concerned with India— Aden, East 
Africa and London; 
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It appears to me almost impossible for a purely Indian bank to compete 
with foreign exchange business in so many different countries. 

The suggestion that all banks carx-ying on business in India be required to 
employ a percentage of Indian covenanted assistants may be considered as- 
useful for the training of Indians in foreign exchange. 

I consider that Indian or local banking can absorb aU available talent 
at present. 

I would emphasise that this letter represents my personal views only. 


Letter ero&i the General jVIanager, Benares Bank, LisiirED, to the 
Secretary, Indian Central Banking ENQtriRy Committee, No. G.- 
757, DATED THE SlST OCTOBER 1929. 

In continuation of our No. 532 of the 20tli ultimo, we have to state in 
answer to the two questions which accompanied your favour of the 17th 
ultimo that it does not seem to us to be possible for Lidian banks to secure 
any decent share in the foreign exchange business as long as the export and 
import trades are in the hands of European houses. As credits for financing 
the major portion of these trades are created in foreign countries, foreign 
banks must continue to monopolise this business. 

The delay in sending this reply is much regretted. 


Letter from the Manager, the Bank of Mysore, Lmited; to the- 

Secretary, Indlvn Central Banking Enquiry Coimmittbe, No. P. C.- 

359, dated Bangalore, the 12th November 1929. 

I am in receipt of your letter No. 600 of the 8th instant enclosing a duplicate 
copy of your letter No. 335 of the 17th September 1929. As we do not deal in 
foreign exchange, I regret we are not in a position to answer your questions. 

Most of the exports of agricultural produce from this State are in the hands 
of firms like Ralli Brothers, Dreyfus and Company, VoUcarts, etc. As regards 
(1) Coffee, this is sold at the Coast ; there arc no direct exports from the State. 

(2) Mineral Ores . — Credits are opened with the exchange banks by the 
buyers in America and England. 

Personally I should say that the great obstacle in the way of Indian banks 
xmdertaking foreign exchange business is the lack of men with foreign ex- 
change experience ; this, however, could be overcome in time. There is no 
reason to suppose that if Indian banks opened branches abroad they would 
not obtain a share of foreign exchange business. It is merely a question of 
expense, provided as stated above there were trained men capable of dealmg. 
with the business. 
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Lettee ekojx the Seceetaey, Btjema Indian Ohathbee oe Commerce, to ' 
THE Seceetaey, Indian Central Banking Enquiry Committee, 
No. G. L. -105/29-30, dated the 2nd December 1929. 


Subject. — Bmiking Enquiry. 

With reference to your letter No. 316, dated the 10th September 1929, 
addressed to the Eederation of Indian Chambers of Commerce, Calcutta, enclos- 
ing a copy of a letter issued to the Chairman of the Exchange Banks’ Associa- 
tion, Calcutta, on the above subject, I am dhected to forward herewith the 
replies of my Committee to the questionnaire of the Indian Central Banking 
Enquiry Committee in regard to the financing of foreign trade. 

I am further directed to enclose herewith a note on the ‘ ‘ Estimate of 
Einance for Foreign Trade of India ” prepared by one of the members of my 
Committee in reply to your letter to the Chairman of the Exchange Banks’ 
Association and to say that my Committee are in general agreement with the 
views expressed therein. I am to add that this note appeared in the “ Indian 
Finance ” in its last two issues of the month of October 1929. 


Replies of the Committee of the Burma Inilian Chamber of Oommeree to the 
questionnaire of the Indian Central Banking Enquiry Committee regarding. 
Financing of Foreign Trade. 

Question 1 . — ^Would you state, vdth reference to any trade that vou have- 
had an opportmiity to observe, the credit facilities which are required and to 
what extent banks supplying those facihties fulfil the present requirements ? 

In- your opinion, is there any class of merchants who are unable to secure 
all the assistance they need either in India or in foreign countries, and if so, 
could you give any reasons for this state of afiairs. 

What remedies do you suggest ? 

Ansiuer . — ^It would be difficult to state the exact or even an approximate 
extent of the credit facilities required in resjject of foreign trade as it depends 
on the general state of the foreign trade, season, and the conditions of the money 
market in general. 

The Chamber is of opinion that the banks supplying those facilities, i.e.^ 
the exchange banks, while giving all possible facilities to European parties, 
do not extend the same facilities to Indian parties luider identical circumstan? 
ces. This is largely due to want of contact between Eiuopean bank managers 
and Indian merchants. There is general apathy on the part of the European 
managed Banks towards the Indian clientele. Thus considerations of nation- 
ality influence the policy of the exchange banlvs to a large extent which appears 
to the Chamber to be undesirable. 

The second part of the question has been partly answered above. It is no- 
doubt true that a class of merchants do nor secui-e all the assistance thej' need 
because their credit does not come upto the standard required by the banks. 
While this is so in some cases, the causes mentioned in answer to the first part 
are largely responsible. 
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Tlie Cliamber suggests the establishment of a large Indian exchange 
bank, Indian in outlook and policy, in which Government, Indian banks and 
public should be interested, as the remedy to improve the present state of 
affaii-s. 

Question 2 . — ^What are the credit instruments in use with regard to foreign 
trade ? 

In what conditions is credit available against these documents and in what 
'conditions is clean credit available ? What are the rates charged by the batiks ? 

Are there any seasonal fluctuations in these rates ? 

What are the facilities existing at present in the export trade for discount- 
ing export bills ? 

Axe there any restrictions that you have to complain of ? 

Have you any remarks to make with regard to the exchange rates which 
are charged for the conversion of rupee into sterling or other foreign currcncieSj 
and vice versa or for the remittance of funds to and fro ? 

Answer . — ^The most important credit instruments in use in foreign trade 
are letters of credit and bills. The conditions under which credit would be 
available against these documents and under which clean credit would be 
available would depend upon the circumstances in each particular case. 

There are seasonal fluctuations in rates of interest. 

The facilities at present available for discounting expoid bills are freely 
available lo European banks but the same facilities would not be available to 
Indian banks for reasons stated in answer to question 1. Also the exchange 
banks are able to get adequate re-discoimting facilities in the London market 
and thus supplement their resources, which would not be available to the Indian 
banks, even if they opened branches. The Tata Industrial Bank could not 
get any facilities from the Bank of England. 

The only remark the Chamber desires to offer with regard to the exchange 
rates is that more favourable rates are obtained by'European parties than the 
Indian parties. 

Question 3 . — ^Have you any suggestions to make with regard to — 

(i) (a) the establishment of bonded warehouses, 

(6) the present practice of port trust warehousing, 

(c) the practice by banks of releasing goods on trust receipts, or 

(d) any other methods in vogue for the convenience and facility 
of merchants engaged in the import trade ? 

{ii) Do the interests of the traders and the public suffer in any way 
through any defects in the present organisation, and have you 
any suggestions for its improvement ? 

Ansiver. — (f) (a) The Chamber suggests the establishment of licensed 
warehouses in different localities. 

(6) Nil. 

• (c) The Banks should be more liberal in releasing goods on trust receipts. 

(d) There should be a general broadening in the outlook of banks. 

{ii) The Chamber suggests that Indian exchange banks with working 
'arrangements with Indian joint-stock bank shotdd be started. 
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Note on the Estimate of Finance for Foreign Trade of India. 

Before one begins to discuss this subject it is advisable to determine \vbat% 
it exactly means and if there are any qualifications which must govern the esti-- 
mate. For example, there are three obvious factors which must increase or 
decrease the total amount of money required to accommodate the import and., 
export business of India with the outside world, viz., {i) the volume of business, _ 
(n) the level of prices and {in) the velocity of business. The first two are 
easily understandable . The last one refers to the flow of business, both inwards 
and outwards ; the rate of this speed or flow and the periods of increase or 
decrease in the normal rate of flow. If {i) and {ii) are constant for any two 
years, the hmits within which the amount of finance will fall, in any parti- 
cular year, will depend upon (Hi). And the amount of finance throughout 
any particular period can only be uniform if all the tlu’ce factors remain un- 
changed : otherwise, there will be variations from the mean or average figure.. 
Sometimes more money will be required, sometimes less, the extent of variation 
depending upon the incidence of each of these items. From practical point of ' 
view such an estimate is never constant. There maj* be fluctuation due to 
jjrice changes, or seasonal variation in the volume and speed of business or 
due to supply and demand. 

The above three limitations, which are merely referred to by the way, to ■ 
illustrate the difficulty in arriving at an absolute and unchangeable figure, 
however, do not completely define the subject. The points at which “ Foreign 
Finance ” begins and ceases to operate have a very important bearing on the 
question. The distance between these two points determines the duration of 
finance. Should the subject cover the period of time intervening between the 
export of goods in one countrj^ to the import of goods in another country or 
should it extend from the day on which export bills are received to the day on 
which they arc due for payment bj’’ the importer. The difference between the 
above two periods will depend upon the usance of bills, assuming that the goods 
and the relative bills take same time in transit. Further in some countries, as 
in India, there is a practice on the part of the banks to advance, in certain cases, 
depending upon the credit position of the shippers, on the expectation of re- 
ceiving export bills, as soon as the relative exchange contracts are entered into... 
Should this kind of credit be included under the scope of this subject 1 Also 
when import bills are due for payment, the bills may not be retired by the 
drawees, or they may require accommodation from their bankers on the security 
of the relative goods and with such advances retire the bills. Should such 
advances be included ? 

Finally, the agency which provides accommodation has a bearing on the- 
subject. The exporter or importer may finance the transaction himself, or the • 
accommodation may be provided by some thii’d party including banks . In the - 
last case, the provider of accommodation may hold on to the bills until maturity - 
or may sell them to the market or bigger banks. 

We have surveyed the limitations Avhich must qualify any answer to this 
question . What particular factors should be taken into account in determining. - 
the answer to this question will depend upon the object of enquiry. 

The Exchange Sub-Committee of the Central Banking Inquiry Committee • 
is reported to have issued a letter to the Chairman of the Exchange Banks 
working in India enquiring from him the amount of finance necessary for the 
foreign trade of India. Presumably, the object of this communication is to 
ascertain the amount of money which the Exchange Banlcs have to provide for- 
the external trade of India. The preliminary remarks which have been made' 
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. above will show bow totally different answers can be given according to the 
different views taken of the scope of the question. And it would be far better 
if the question is stated in more preciee term'=, embodying all the qualifications 
which should govern the answer. 

Bearing in mind the object of the Exchange vSub-Committee of the Central 
Banking Inquiry Committee,, we now proceed to di.-cuss tlio qualifications under 
which the estimate should be prex^ared and thereafter arrive at some idea of the 
estimate itself. 


Valve of Exltrnnl Trade. 

The Government blue books give the following imx)ort and export figures 
of India during the last three years. 'The year covers 12 months from 1st 
AxJrilto 31st March in each year ; 



Imports. 

Exports. 

Year. 

Rs. 

Rs. 


(Crores.) 

(Crores.) 

1920-27 .... 

231 

309 

1927-28 . c . . 

250 

329 

1028-29 .... 

253 

338 

Average for 3 years . 

245 

322 


The monthly averagi on the basis of the last tlirec' years’ average comes to 
Bs. 20'n erore^ irnpoits and Bs. 20*8 crores exports. 

By looking to the monthly figures of imports it will be seen that they are 
not uniform throughout the year. 'J'he figures during June to Angnst arc about 
2 crores below the average and the figures dui'ing Novembe-r, January. March 
and x\pril are above the average by tlte same figure. In the case of exxjorts. 
figures for January to March are above tlio average by about 3 crores. July 
to August are dull moullis for exports and fignixs for these months arc below 
the average by 2 to 3 crore.s. 

'The figures given above do not mclude imports and exports on Government 
account or relating to bullion business. 'They, however, include im])orts direct 
by tStale Railwajss working under the comx)any management, which are not 
paid for in the ordinary Avay. '.Uhc monthly average of such imports on the 
basis of the figures for the last three years comes to about Rs. 17 lacs. The 
average value of annual ])ullion imports during the last three years is Rs. 3,510 
lacs and the monthly figure comes to ax^proximatcly Rs. 3 crores. 

In proparmg the estimates we shall assume the imports and exports to he 
uniform. We shall firrthc]’ indicate the periods of maximum and minimum 
Xoressure and the extent of such pressure. 

Duration of Finavc.i. 

'The preliminary finance of the nature of advances to shippers to enable 
them to buy produce and/or in anticipation of exchange contracts, really 
comes under the category of finance for internal trade. It is only when the 
goods are ready for export that the foreign finance should come into operation. 


V 



735 


The advances to shii)j)ers to facilitate their purchases with a vicAv to get their 
bill business does not fall in the domain of “ foreign Finance Similarly 
subsequent or supplementary finance to the importing houses when they want 
credit after the import bills have matured, should be classed as credit for inter- 
nal trade. 

In the case of exports from India, the “ Foreign Fuiance'” should be con- 
■sidered to come into operation as soon as the goods are definitely marked for 
export and sold abroad. Some interval must elapse before such goods are 
actually shipped . It may happen that the goods are in the interior and have t o 
be railed to the port town for shipment ; or it may be that the goods are already 
at the port but there is delay in getting freight. Such period of transit from the 
railhead to the ship or of delay is generally not much but at tirhes amounts to 
three weeks. The average, however, Avould not be more than a fortnight. It 
may be argued that exporting houses buy and store goods with the object to 
export at some future date, either to meet the forward contracts already entered 
into or when prices are favourable and as such, accommodation for such period 
of storage should be covered by the class of finance under consideration. Actual 
pui’chases by obtaining deliveries are however rarely made to meet future 
contracts for exports. Such forward contracts are generally arranged on the 
basis of forward purchases, which do not require deliveries at the time of 
contract and the consequent storage and finance. But even if goods are 
actually and definltel^y stored to meet future exports, the relative credit 
should be classed as finance for the internal trade. 

The period of transit between India and Europe is about 3 weeks. In the 
case of Java, Straits, Iraq and such other nearer foreign ports, the interval may 
be less. On the other hand tin time of transit to West Indies may be much 
longer than 3 weeks. The average period may, however, be safely assumed to 
be three weeks. 

The total interval between the moment goods are earmarked for export 
and the moment when they reach the foreign country thus comes to five weeks 
-or say 1-^ months. 

The exports from India are generally in the nature of sales to the import- 
ers in the foreign countrie'^. It is only commodities like avooI, hides and skins 
and tea that they arc not sold but i^ent to be auctioned after arrival. The 
value of goods in the latter ca'^c cannot be determined until the auction. 
’This difference has led to two methods of financing these two classes of exports. 
In the case of goods Avhich are in the nature of sale, bills are drawn by the 
seller upon the purchaser. The usance of such bills varies according to practice 
.and arrangement but the average v ould Avork out to be not more than 3 months. 
In the other case AA'^herc goods arc auctioned at destination, the bills known as 
D. P. (Documents deliverable on Payment) are drawn and are paid after the 
auction. From the nature of transaction exact value of such goods is not 
known and the amount of relatiAm bills is based on the probable amount which 
the goods Avould fetch at the auction, keeping some margin on the market 
value in India at the time of export. Such bills arc paid off as soon as the 
auction is OA’’cr and the time between the arrival and the auction Avould on an 
average bo not more than one month. Tea auctions are held every week. 
Hides and skins arc auctioned cA'ery fortnight. In the case of wool the inter- 
val betAveen two auctions is longer but the aA'crage as referred to aboA’^c is not 
more than a month. 

It may be incidentally remarked that letters of credits are generally arrang- 
ed by the purchasers of commodities in favour of exporting sellers, AA'hich faci- 
litates credit to the exporters as Avell as brings into existence paper which has 
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good names to guarantee their payment on due dates. Often these bills are 
accepted for payment by first class banks of the importing countries. This- 
practice facilitates rediscount of such bills in the foreign market, should the- 
banks negotiating them in India want to do so, on their arrival at destination. 
Whether the negotiating banks would rediscount them or not will depend upon- 
their cash position, the condition of the money market, the rates of interest in 
India and abroad, etc. 

As a general rule the Indian Branches of the Exchange Banks invariably 
rediscount such bills with their foreign offices and it is left to the discretion of 
such foreign offices whether the bills should be rediscounted in the market ' 
or not. As we are, however, trying to ascertain the extent of finance irrespective 
of rates of interest, and as adequate facilities for rediscounting export bills 
are available in the London Market, we may coneludetbat the Trorsy proTidrd 
by the Exchange Bank in financing export bills could be gut back within a 
period of about IJ months. 

It is true that export bills to Java, Straits, Iraq and some other foreign 
countries are not rediscoimted. But the volume of such expci’ts is not large. 
Moreover.^ the usance of such bills is generally one month. v?cme allowance 
for this will be made when determining the estimate. 

In the case of export D. P. Bills wc have estimated that a month should 
elapse before the goods are auctioned ; and as the bills are retired from the 
reahzation at such auctions, it follows that the amount invested by the Ex- 
change Banks in this class of business takes a month longer to be free, than in 
the case of other class of exports. 

Coming now to the question of finance for the import bills, it commences 
from the moment they are handed by the foreign exporter to the agent or the 
branch of the Exchange Bank. Such Bills are draAvn for varying usance — 
some are payable at sight, some after two months, three months and in rare 
cases six months after sight. The average usance is 3 months. But a con- 
siderable portion of such bills ai-e drawn what are known as D. P. and the 
drawees of bills, in order to save storage and other charges, retire bills before 
maturity. The experience of the -writer and which is confirmed by others 
is that it will be a reasonable assumption to saj’’ that on an average all import 
bills are retired on an average two months after their arrival in India. Tc 
arrive at the total duration of finance for the import bills we have to add 
period of transit from the exporting countrj'^ to India, which to keep a safe 
margin, may be taken as one month. ' 

In the case of Bullion Imports the duration of finance coincides with 
the period of transit. The transit time between London and Bombay or South 
Africa and Madras is three weeks. It is very rarely that we get silver or gold 
from America, in which case shipments take longer time. We can therefore 
safely fix the duration of Bullion Einance at three weeks. 

The above remarks lead to the following conclusions as regards the duration 
of finance : — 

Exports. — (j) Where export bills are possible, the dmation will be 
generally one and a- quarter months. But if the export bills 
are not rediscounted the dmration will be months. 

In the case of these exports which .are sent out to be 
auctioned, the period of finance will be months. 

Imports . — The average duration of finance for imports is 3 months -with 
the exception of Bullion Einance which lasts for only three weeks- 
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All tlie imports and exports are not financed by tbe Exchange Banks. 
A portion of bills are received for "what is known as collection. It should, how- 
ever, be not concluded from this that they are necessarily financed by the 
exporters in the foreign countries. It may be, and which is very often the 
case, that such exporters hand them over to their own bankers who finance 
them themselves and merely utilize the agency of Exchange Bank for their 
realization. The Indian Exchange Banks thus do not finance such business. 
They, merely forward moneys in respect thereof after the bills are paid by the 
drawees. On a conservative estimate at least 30% of imports and 10% of 
exports go unfinanced by the Indian Exchange Banks. 

We now proceed to arrive at the estimate of finance provided by the 
Exchange Banks for the foreign trade of India. 

Imports. R.s, (Lacs). 

Monthly average 2,060 

Less Value of imports imported by State, but Company 

managed Railw'ays ..... 17 


2 033 

Less 30% 610 


1,423 


Multiplying the above figure by 3, the duration of finance, we get the 
amount of finance required to carry over for three months. 

Finance for merchandise imports = Rs. 4,269 lacs (1) In the case of 
bulHon the duration of finance being only f of a month, the necessary amount 
of credit comes to Rs. 225 lacs. 

Finance for Bullion imports = Rs. 226 lacs (2) Adding (1) and (2) we get 
Rs. 4,499 lacs or say Rs. 45 crores. 

Finance for^lmports = Rs. 45 crores (3) And if we wish to make a further 
allowance for any possible. error we may increase this estimate by a few crores 
and put at : 

Finance for imports = Rs. 50 crores (A) Normally estimate- 

(A) should not be increased. 

Exports . — ^The average value of monthly exports is Rs. 26*8 crores, out 
of which. Rs. 3'5’crores account for the value of average monthly exports of 
wool. Tea and Hides and Skins, on the basis of last three years figures. 

The latter class of goods require 2^ months to carry them and the rest 
valuing Rs. 2,330 lacs require IJ months. 

The extent of finance therefore is : 

2,330 x 5/4. . . • 

360 = 9/4 . . . 


Less 10% 


2 X 


Rs. lacs 
2,910 
790 


3,700 

370 


3,330 


Finance for exports = Rs. 33*3 crores (4). 
Von. II 
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If we consider that the export bills are not rediscounted but held over till 
maturity on the basis of average usance of 3 months we shall have to multiply 
9/lOths of 2,330 by 4^ instead of !{, in the above calculations and we get 
Es. 96 '21 crores. This result, however, does not represent the actual conditions 
and as such should be left out of any reasonable consideration. 

If, however, it is considered necessary to make a further allowance of 
safety on (4), we may add a crore or so and put down. 

Finance for Exports = Es. 35 crores (B). 


Finance for Foreign Trade. 

To get at this figure we have to add (A) and (B) and we get 

Total finance = Es. 85 crores . . . . (C). 

If the figure (3) and (4) are added' we get a lower estimate, namely, Es. 78 
crores, or roughly Es. 80 crores, but which is probably truer. 

Total finance = Es. 80 crores .... (D). 

Now all this finance is not pro-vided by the Indian Branches of the 
Exchange Banks. Foreign offices of these Banks must and do provide their 
contribution. Assuming that the share of each Agency, Indian and Foreign 
is equal, the amount of money which the banks working in India have to 
provide comes to : 

Estimate I = Es. 42^ crores .... (E) 

or Estimate II = Es. 40 crores .... (F). 

according as we take (C) or (D) into consideration. 

We shall now proceed to subject the result (E) and (F) to an independent 
test. The deposits of the Exchange Banks approximate to Es. 72 crores. 
They maintain about Es. 10 crores of cash balance and as a rough guess we 
may hazard that their holdings in Government Paper amount to about Es. 15 
crores. They also finance internal trade of India, at least of the nature of 
preliminary and supplementary finance referred to above, though they have 
been taking increasing interest in the discounting of India bills, particularly 
in the port towns and are said to be lending for purposes rmconnected with 
foreign business. In the busy months their portfolio of Inland Bills becomes 
scanty and they even take loans from the Imperial Bank on the security of 
Government Paper. The estimate of amoimt normally invested in such lend- 
ings would average out to be another 10 crores. If we set off this 35 crores 
from their deposits there would be left about Es. 37 crores which comes very 
near to the estimate given at (F). 

The above test is of coiu’se not very rigid. The 'writer is only depending 
upon scanty economic data and the investigation can naturally be not precise 
nor what could be got by analysing the statements and figures appearing in 
the books of the Exchange Bauks. 

It may be argued that we have omitted to take into account the capital 
borrowed by the Indian branches from their branches outside India or their 
loans to such outside offices, and both these heads may contain appreciable 
sums in the Statement of their affairs. From the fact that the Chairman of a 
leading British Bank ha-ving large connections 'with India mentioned at one 
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of the Bank s annual meetings that a portion of the Indian deposits was in- 
vested in London, we are led to conclude that on the whole, taking the figures 
of the Indian Branches of the foreign hanks into consideration, it would appear 
that even if they have not lent anythuig to their foreign offices, they are at 
least independent of any outside borrowing. In busy season they may borrow 
from outside and in slack season they may lend to their non-Indian branches 
but on an average such Inter-Branch borrowings would not be in favoirr of 
Indian offices. And if it happens that the Indian Branches are creditors of 
their foreign branches, the estimates given at (E) and (F) would nrobably be 
further reduced. 

It now remains to take into account the seasonal increase in the amount 
of finance due to the increased speed of business. The months January to 
March are more active both as regards Imports and Exports. Somewhere in 
the month of March we shall come across the peak point of the “foreign 
finance”. Talcing into account what has been said under the head of “ Value 
of External Trade,” the maximum value of the estimate (E) comes to about 
46 crores and of (F) to 44 crores — half of 8 crores being added. And we think 
we shall be absolutely safe if we fix the maximum fimit of the estimate at 
Bs. 50 crores. The minimum limit will be in the neighbourhood of Bs. 36 
crores. 

The problem is capable of being looked at from another point. We may 
restrict the application of finance for foreign trade to the period of transit from 
foreign countries to India or from Inida to foreign countries. Credit facili- 
ties for goods or bills after their arrival at destination will under that case be 
classed as finance for internal trade. Further we may assume that the foreign 
countries have to provide funds to finance their exports and India has to 
accommodate all the trade that goes of it. On the basis that it- takes one 
month in transit in the case of merchandise, three weeks in the case of Bullion 
and that all the imports and exports are financed by banks, we shall get the 
follo’iving figures : 

Indian Funds invested in Foreign Finance Bs. 26*^ crores. 

Funds invested bj’^ Foreign Branches Bs. 22*5 crores. 

The combined contribution of both Indian and foreign branches of banks 
participating in the finance of foreign trade would, in such a case, be about 
Bs. 60 crores. 

There is a tendency in some quarters to emphasise that Indian funds in- 
vested in this class of business are represented by the excess of exports over 
imports. This conclusion is not confirmed by the actual state or logic of facts. 
Such a result would only be correct under the following cases : 

(i) The imports in India are financed with foreign funds. 

(w) The realizations of such imports, although available to the foreign 
bankers at the moment of arrival are not withdrawn by them 
immediately but left with the Indian branches to finance exports 
and from the sale proceeds of such exports to pay for the im- 
ports. 

{Hi) The surplus value of exports over imports is immediately drawn 
back by the Indian branches. 

One-sided arrangement of the above nature does not conform to the 
present practical conditions. 

2x2 
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In conclusion, it remains to be pointed out that the -uTiter offers tbis-- 
estimat'e only as a rough approximation. Its purport is only indicative .. 
More precise figure is possible and it is hoped, would be forthcoming, from 
persons in close touch with the actual figures. But it may be fairly claimed 
that siich a figure woidd fall within the limits indicated here and can be ]',rc- 
visionally taken advantage of by any oiie who may be interested in a result '■f 
this hind. 


'Letter from the SecretjVry, Asscciatee Chambers of Commerce of 

Ikdia axd Ceylon, Xo. 170-Ac., dated the 7th April 1930. 

J am directed by the President to refer to the correspondence resting with 
Mr. Sulivan’s letter No. 370-33-A. C., dated 12th September 1929, on the 
subject of the Banking Enquiry and to forward, for the information of the 
Enquiry Committee, the accompanying copies of the underhoted replies 
which have been received, so far, from the Chambers in the membership of 
this Association. The Bombay Chamber’s reply dated the 27th January 
l630 was sent to you direct. 

(1) Dated 19th October 1929, from the Madras Chamber, 

(2) Dated 26th October 1929, from the Karachi Chamber. 

(3) Dated 14th December 1929, from the Bengal Chamber. 

2, The President desires me to add that it is possible that additional 
replies from the Upper India Chamber of Commerce, Cawnpore, and others 
may be forthcoming, and copies of these will be sent to you as soon as they 
arrive. 


Letter from the Madras Chamber of Commerce, to the Associated' 

Chambers of Commerce of India and Ceylon, dated the 19th 

October 1929. 

In reply to your letter of the 12th September 1929 forwarding copies of 
a letter received from the Secretary, Indian Central Banking Enquiry Com- 
mittee, I am to advise you, — 

Jie : Fi7iancing Foreign Trade. — (1) The credit facilities which would 
appear to be required for financing foreign trade would be an adequate 
number of Exchange Banks, prepared to ’give the necessary financial assist- 
ance to merchants. It would appear that the present requirements of the 
trade of Madras are adequately met by the Banks now operating. 

Bespectable and responsible merchants in India are in no way different 
from merchants elsewhere and should be able to secure all the finance they 
require provided it is on sound lines, and it would appear that if there is any 
class of merchants unable to secure the financial assistance they need, it is 
because their standing is not of a sufficiently high standard to satisfy the 
requirements of bankers. 
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(2) The instruments used with regard to foreign trade are principally 
■Bills accompanied by shipping documents. Such Bills are freely negotiated 
’by banks to responsible parties. Clean bills are negotiated where the 
makers are considered to be good for their engagements and such bills are 
■negotiated at the current rate of exchange or at the rates fixed forward , 
which must naturally fluctuate according to the seasonal volume of trade. 

The Chamber has not noticed any restrictions that appear to it to call 
for complaint and the rates charged by banks would appear to be reasonable. 
Good business is eagerly sought for and the competition for this automati- 
cally provides cut rates. 

(Sj) (1) (ff) and(6). The Chamber has no suggestions to make in this con- 
nection. 

(c) Banks release goods on Trust Receipts to responsible parties. 

(d) Banks freely advance against imported goods during the process 

of marketing. 

. (2) The Chamber has not noticed any defects in the present organisation 

■which causes general suffering to the public or traders. 


Letter eeom the Karachi Chamber oe Commerce, to the Assooiai'ed 

Chambers op Commerce of India and Ceylon, Bombay, No. 29-C. P.-4, 

DATED 26th October 1929. 

I am directed to aclmowledge receipt of your circular letter No. 58/.33, 
dated 12th September 1929, and enclosures, which have received my Com- 
mittee’s consideration. 

In my Committee’s opinion it seems rather a curious procedure to 
■submit supplementary questions before the main questionnaire is submitted, 
but as far as the extract from the draft questionnaire and the “ Financ- 
ing of foreign trade ” is concerned, my Committee feels that it cannot 
be too plainly shown at once that for reputable merchants, Indian or 
European, trading within the limits of what is reasonable on their stand- 
ing there are banking, credit and every other trade facilities available in 
abundance and to spare at all the ports and large centres. • 

Any suggestion to the contrary can only come from firms either lack- 
ing in repute or notoriously overtrading. In these hard times all banks 
are looking for business, and the Banking Enquiry Committee may' be 
sure no reasonable proposition from a reputable firm is ever turned 
down. Rather the tendency is for Banks, if anything, to be over- 
generous. 

2. The finance required for the total import and export trade of India is 
obviously the • total ,of such trades. If certain big firms, Indian and Euro- 
pean, as is suggested, to a certain extent put their own imports against their^ 
exports, that may detract from the total business offering to Exchange 
Banks, but it does not affect the total finance involved. The question 
as to the total finance required to do a turn- over of £10,000 goods is 
impossible to answer even approximately without consideration of the 
time factor. A merchant with Rs. 15,000 liquid capital who turned over 
Rs. 13,600 per mensem would find his capital ample to turn over £10,000 
-goods in a year without recourse to any outside financial assistance. 
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But if the same man changed his methods atid engaged to buy 
^10,000 goods for a single delivery he would at once be forced to look 
for accommodation to a Bank or Finance House, and with a margin of 
little more than 10 per cent, he could not expect accommodation on the 
best terms. His need of finance would continue till he had reduced his 
stocks to what he could carry with his own capital, and the “time” 
would depend on the trend of the market and the possibilities of early 
realisation. 

3. The credit given by the Imperial Bank of India is to a certain 
extent on commercial two-name-paper, but to a much larger extent on 
stocks less a margin of 30 per cent. The financial facilities thus afforded 
cover a wide field, directly assisting Traders at the large centres and 
consequently, in the case of exports, indirectly assisting the prime-pro- 
ducer by broadening his potential market. 

“ Healers ” buy and sell in the same market, while “ Merchants ” 
properly speaking buy in the countries of production to sell in the coun- 
tries of consumption. The finance of “ dealers ” therefore is conducted 
in Indian currency, and this is mainly left to the Imperial and other 
non-Exchange Banks. The financing of merchants, however, usually in- 
volves working in two currencies, the currency of the country of origin of 
the goods as against the currency of the country of consumption, though 
London may take the place of eith( r as far as the merchant in India is 
concerned. 

The Exchange Banks, specialising in this highly complicated finance 
of trade which involves transporting goods from the locus of origin to the 
locus of consumption, are naturally inclined to leave other forms of finance 
alone, except in so far as they maj' be ancillary to their main busi- 
ness. 

The finance of local industries and of agriculture is therefore mainly the 
business of the Imperial Bank, the Joint Stock and Co-operative Banks and 
the Indigenous Bankers. 


Letter from the Secretary, Bengal Chamber of Commerce, to the 
Secretary, the Associated Chambers' of Commerce of India and 
Ceylon, No. 4233-1929, dated Calcutta, the 14th Hecember 1929. 

I am directed to refer to your circular No. 58-33-A. C., dated 12th Sep- 
tember, foiwarding, for an expression of opinion, certain papers received from 
the Central Banking Enquiry Committee. 

2. With their letter to you of 10th September the Central Banking En- 
quiry Committee forward a copy of a letter issued to the Exchange Banks As- 
sociation, Calcutta, with an advance copy of the portion of the Central 
Committee’s questionnaire dealing with the financing of foreign trade, and 
mention certain additional points in connection with the operations of the Ex- 
change Banks upon which information is desired by the Sub-Committee of the 
Central Committee appointed to deal with this question. 
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3. The Sub-Committee ask for information in regard to the finance re~ 
quirecl for the import and export trade of India, meaning by this trade the 
trade to and from the ports of India. If imports could be set off against 
exports, the finance required for this purpose would, it is stated, be the 
difference between the value of the imports and the value of the exports. 
The Sub-Comnnttee understand that in the ease of a few firms their import 
and export obligations are thus set off, and that in most other cases the 
finance required for the import trade has to be treated separately from ’ the 
finance required for the export trade; they ask for information regarding 
this matter and in particular for information as to the finance required on 
the average for, say, £10,000 worth of goods “ and for what duration of 
time The Sub-Committee add that the Central Committee are dealing with 
the credit facilities siven by Banks of various classes— the Imperial Bank, 
the Exchange Banks, the Co-operative Banks and the indigenous and joint 
stock Banks — to local industries, internal trade and agriculture : and they 
desire accurate information as to the extent to which the Exchange Banks 
take part in this financing. If the Exchange Banks are also affording any 
assistance to any other class of Banks in the country, information regarding 
such assistaiice is requested. 

4. I am directed to say that the Chamber has considered this general re‘ 
ference. The Chamber understands that tlie Exchange Banks are dealing 
with it, in reply to the Central Enquiry Committee, by explaining that much, 
of the information relating to their part in the finance of the trade of India 
can be obtained only from the head offices, as no smgle Bank has complete 
information as to the detailed figures, and as in every case the individual 
Bank has dealings not only with India, but also with other countries. 
The information would have to be compiled in the India Office from the 
details furnished by the head offices of the Banks, which could not be expect- 
ed to give each other the statistics required. In fact, the head offices already 

. supply certain particulars for the purpose of the compilaxion of the banking 
statistics issued by the India Office. 

5. With particular reference to the request for information regarding the 
finance, required for the trade to and from the ports of India, the feeling of 
the Chamber is that this is a matter in regard to which they cannot give 
much assistance, as it is for the Exchange Banks to work out the figures, 
although it is anticipated that considerable difficulty will be experienced 
in arriving at more than a very rough approximation. In working out an 
estimate, it will presumably be necessary to take the separate commodities 
and the varying credits required by these from the time of first purchase 
to the time of ultimate sale. Speaking generally, it may be said that the 
import trade is financed principally by the Exchange Banks. On the other 
hand, the export trade is to a great extent financed by the London money 
market, although the Exchange Banks - pj’ovide the cash until the bills are 
received in London and discounted there : the liability of the Banks continues 
throughout the transaction, hut after that point the funds are furnished hy 
the London market. It wull not suffice to balance the figure of imports 
against that of exports, because the time element must he taken into 
account — the period of some three to four months for which, in the case of 
certain imports, for example, finance must ordinarily he provided. Suppos- 
ing, for instance, that the exports totalled £1,000,000 m value and the 
ports £900,000. The finance to be provided by the Exchange Banks might, 
if all the goods were in transit simultaneously, amount to the full aggregate, 
namely, £1,900,000, but in other circumstances might be far short of this. 
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The problem is complicated by the extreme difficulty of calculating how the 
invisible balance of trade is financed, and a further point which must be borne 
in mind is the fact that the negotiability of Indian export bills depends to 
a large extent on the acceptances of the Exchange Banks in London. The 
value of these documents is obviously enhanced by acceptance, and the 
amount of finance involved in acceptance cannot easily be estimated. The 
feeling of the Chamber is that, while as indicated above the matter is pri- 
marily one for the Exchange Banks, any effort to arrive at a figare which 
will give the Central Enquiry Committee the information they desire ^vill be 
tantamount to guess work, and will produce a figure wliich will probably be 
of little practical value. 

6. The Chamber will now proceed to examine the extracts from the Ceur 
tral Enquiry Committee’s questionnaire which are attached to the letter to 
the Exchange Banks Association. The questions, and the Chamber’s con- 
clusions with regard to them, are given below : — 

Question: — W ould you state, with ref erence to any trade that you have had 
an opportunity to observe, the credit facilities which are required and, to what 
extent banks supplying these facilities fulfil the present requirements ? 

In your opinion, is there any class of merchants who are unable to secure 
all the assistance they need either in India or in foreign countries, and if so 
could you give any reasons for this state of affairs ? What remedies do you 
suggest ? 

Answer : — In the opinion of the Chamber, every class of merchants in 
India can receive sufficient banking facilities relative to the merchant’s 
position and reputation, and provided he is possessed of means proportionate 
to the business he undertakes : the amount of credit afforded to the merchant 
being, in other words, governed by his means and standing. 

Question : — What are the credit instriinients in use with regard to foreign 
trade 1 

Answer : — On the assumption that the trade changes from internal 
trade to foreign trade when the shipping documents are obtained and the bill 
of exchange is drawii, tlie credit instruments are the ocean shipping do- 
cuments. 

Question: — In what conditions is credit available against these docu 77 ients 
a7id in what conditions is clean credit available ? 

Answer : — ^The usual procedure to obtain credit is for the seller to draw 
a bill of exchange on either the buyer or his agent or nominee in London or 
■elsewhere, these bills being readily negotiated by the Exchange Banks. 

Clean credit is available when the drawer of the draft is financially 
substantial enough to warrant the Bank’s accepting the drafts Avith recourse 
on him only. 

Question : — What are the rates charged by the BasiJcs ? 

Answer : — In the case of the export trade, the rates of exchange are based 
on the value of money in India and the discount rate at home. In the case 
of the import trade, the rate for bills drawn in London is normally 6 per 
cent, per annum, but when the Bank of England rate goes higher than 5 per 
cent, this rate is raised appropriately. 

I 

Question: — Are tlwe aiiy seasonal fluctuations isi these rates? 
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Answer ’ There are no seasonal fluctuations. The fluctuations are caused 
hy the movements in the Bank rate as stated in reply to the preceding 
•question. 

Question : What are t7ie facilities existing at present in the export trade 
for discounting export bills ? 

.4 ?iswer. —There is no discount market in India. Although the pro- 
-cedure explained above in connection with bills of exchange is in a way tanta- 
mount to the discounting of an export bill, there is no system whereby a 
merchant can hold his bills until he requires the money and then discount 
Tthem in this market. 

Question : — Are there any restrictions that you have to complain of ? 

Answer : — The only restriction is in reference to the absence of the 
system which would, in the opinion of the Chamber, be advantageous if it 
were introduced in India, that is to say, the discount system. The restric- 
tion is, however, not felt to such an extent that there is any need to com- 
plain of it. 

Question : — Have you any remarks to make with regard to the exchange 
rates which are charged for the conversion of rupee into sterling or other foreign 
currencies, and vice versa, or for the remittance of funds to and fro ? 

Answer : — So far as the rupeo/sterli ng exchange is concerned, the 
Chamber has no particular remarks to make. In consequence of the number 
of Banks operating, and the competition in the provision of banking facilities 
that is thus available, the rates are competitive, and there is nothing in the 
nature of a monopoly. The position is exactl_y the same in regard to the 
rate of exchange for other foreign currencies both to and from India. 

Question : — Have you any suggestions to make with regard to — 

(a) the establishment of bonded ware-houses, 

(b) the present practice of port trust toare-liousinn, 

(c) the practice by banks of releasing goods on trust receipts, or 

(d) any other methods in vogue for the convenience awl facility of mer- 
chants engaged in the import trade } 

Answer (a) and (5) ; — The Chamber has no suggestions to make with 
regard to the establishment of bonded ware-houses. Congestion sometimes 
takes place in the Port Trust ware-houses, but this is inevitable ; Port 
Tl'usts cannot avoid irregular trade movements. Speaking generally, the 
existing facilities for ware-housing are isatisfactory, and fully meet the normal 
requirements of trade. 

(c) The Banks release goods on trust receipt when in their opinion the 
standing of the paru5'^ concerned warrants their doing so. Tne Chamber consi- 
ders the practice to be satisfactory, and they have no suggestions to make 
with regard to it. 

(d) As has been stated in reply to the first question above, the Chamber 
thinks thaD adequate finance and facilities are already provided to •mer= 
chants of standing engaged in the import trade. 

Question : — Do the interests of the traders and the public suffer in any way 
through any defects in (he present organisation and have you any sugnestions for 
its improvement ? 

Answer : — .'N’o, 
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Demi-officiaIi fkom G. H. Baxter, Esq., India Office, to V. K. A. 

Ayangae, Esq., C.I.E., Secretary, Indian Central Bankckg Enquiry 

Committee, No. E.-7382-29, dated the 4th December 1929. ■ 

Treatment of Non-National BanJcs in certain foreign countries. 

With reference to your letter of the 17th September, I forward, for inform- 
ation, copies of the papers noted below, on the above subject. Any further 
information received from the Treasury or Foreign Office will be forwarded to- 
you in due course. 

To Treasmy, dated the 9th October 1929. 

To Foreign Office, dated the 9th October 1929. 

From Foreign Office, dated the 30th November 1929 (with enclosure 
as specified). 


From G. H. Baxter, Esq., India Office, London, to the Secretary, 
The Treasury, No. F.-6183-29, dated the 9th‘ October 1929. 

I am directed to inform you that the Banking Enquiiy Committee which 
has been set up bj’’ the Government of India is investigating questions con- 
nected with the financing of the foreign trade of India, and that in this con- 
nection it is desired to ascertain whether there exists in the United ICingdom 
any, and what, impediment or differentiation (legal or administrative) against 
tne setting up in this country of branches of banks established overseas — e.g., 
in India and/or against the conduct of banking business by such branches. 
Mr. Secretary Benn will be glad if he may be supplied with any information 
bearing on this point. t 


From G. H. Baxter, Esq., India Office, London, to the Under Secre- 
tary OF State, Foreign Office, No. F.-6183-29, dated the 9th Octo- 
ber 1929. 

I am directed to inform you that the Banldng Enquiry Committee which 
has been set up by the Government of India is investigating questions con- 
nected with the financing of the foreign trade of India, aLd that in this con- 
nection it is desired to ascertain, as regards certain representative foreign 
countries, whether there exists any, and what, impediment or differentiation 
(legal or administrative) against the setting up in the respective coimtries of 
branches of non-national — e.g., Indian — ^banks and/or against the conduct of 
banldng business by such branches. I am to enquire whether, should 
kfr. Secretary Henderson see no objection, information as to the position in 
this respect in the followmg countries, viz., Germany, Italy, Holland, France 
and the United States of America, may be obtained through His Majesty’^ 
Representat'.ves in those countries, and commimicated to this Office. 
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No. L. 7507-6653-405. 

The Under Secretaiy of State for I’oreign Affairs presents his compli- 
jaents to the Under Secretary of State for India and, by direction of the Sec- 
retary of State, transmits herewith copy of the imdermentioned papers. 

Foreign Oeeioe, S. W. 1. 

30(h November 1929. 


Reeeeence to previous correspondence : 

India 0£6ce letter No. F. 6183-29, dated 9th October 1929. 

Uescription of enclosure. 

Name and date. Subject. 

From Department of Overseas Trade, Desire of the Government of India to 
No. 21855-1929, dated the 19th ascertain the attitude of various 
November 1929. foreign governments towards the 

To H. M. Eepresentatives ; — establishment of branches of Indian 

Washhigton, No. 1646, dated the banks hi their respective coimtries. 

26th. November 1929. 

Rome, No. 1318, dated the 26th 
November 1929. 

The Hague, No. 542, dated the 
26th November 1929. 

Berlin, No. 1433, dated the 26th 
November 1929. 

Paris, No. 2518, dated the 26th 
November 1929. 

Similar letter sent to D. 0. T. 

Copy. 

(L. 7507-6653-405.) 

21855-1929. 

The Comptroller-General of the Department of Overseas Trade presents 
his compliments to the Under Secrctarj'^ of State for Foreign Affairs and with 
reference to Foreign Office memorandum of the 16th October, begs to trans- 
mit herewith notes on restrictions or imnediments to the establishment of non- 
national banks in certain foreign countries. In view of the importance of the 
enquiry, however, it is thought that cid hoc enquiry should be made in each of 
the countries concerned in order to ensure that the information furnished to 
the India Office is complete and up-to-date. 

Oepart.me? t of Overseas Trade, 

35, OiD Queen Street, 

London, S. W. 1. 

19th November 1929. 



748 


Copy. 

(L. 7507/6653/406.) 

Notes oe position op British Banks operating in certain Foreign 

COUNTRIES. 

Umted States of America. 

According to a report of May 1923 an alteration in the banking law of 
New York State was proposed which would permit foreign banks to accept 
deposits, a proceeding hitherto illegal. No information as to progress in this 
direction is available. 

Diinculiiv^s may also arise hi regard to taxation and “ attachment 
(see enclosed copy of a letter dated 16th July 1925 to His Majesty’s Consul, 
Neiv York Cit}?^). 


Italy. 

Under the provisions of a decree of 4th September 1919 foreign banks with 
headquarters or branches in Italy must obtain a licence to trade, duly authoris- 
ed by the Ministry of the Treasury. The grantuig or refusal of a licence may be 
influenced by the treatment wHch Italian credit institutions enjoy in the 
country of origin of the apj)licant. The grant may entail the acceptance of 
conditions and failure to respect these conditions may cause the concession 
to be declared null and void. Othcrudse no differentiation between Italian 
and foreign banks would appear to exist. 

Difficulty may also arise in determining the profits, etc., liable to taxation 
if the foreign company carries on business in Italy through a branch instead 
of creating a separate company under the rdgime of the Italian Commercial 
Code. 


Netherlands. 

The only differentiation against foreign concerns that has been traced is 
that which, according to a report, by the United States Assistant Commercial 
Attach^ at The Hague, arises out of a law passed in 1928. This law, it is stated, 
imposes a capital tax on foreign firms and individuals domg business in the 
Netherlands. Particulars are given in the attached memorandum. It is 
not knoivn whether this law is yet in operation . 

Germany. 

A copy of a note on the position of British banks in Germany, prepared in 
1925, is attached. 


France. 

Certain taxation difficulties may arise. It is understood that where a 
foreign company controls a French company, the taxation authorities may 
claim the right not only to tax the French company, but also to tax the parent 
foreign company upon a proportion of its registered capital. The taxation 
of a branch establishment may also give rise to some difficulty, as the tax 
authorities may refuse to accept the figures submitted in respect of the branch 
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iteelf, and claim the right to levy taxation, based on total profits, in propor- 
tion of the French assets to total assets. The authorities may require sub- 
mission of the accounts of the entire company. 

In 1926 the Minister of Finance stated that a Bill had been submitted to 
the Chamber of Deputies to fix new conditions for establishment of foreign 
currency in France. So far as is knoum, the Bill has not been passed. A 
copy of the despatch of 9th March 1926 is attached. 


Law Offices of 66, Bkoadway, 

klURKAY, HOLLAMAFl & LOCKWOOD New Yobk, 

Cable Address “ MUEHOLWOOD ”. 16th July 1925. 

lu re. to English Corporation Doing Business in this corintry. 

DeIr Mk. Bereays, 

Replying to your enquiry as to how an English corporation may most 
advantageously open an office and transact business here, my opinion, fortified 
by the experience of this Office, is that it is very much better for any foreign 
corporation, wffiich proposes to engage largely in business with an office in 
the State of New' York, to do so through a New York corporation organized 
for that purpose. 

The principal difficulties with w'hich a foreign corporation is confronted 
when it does business here, in its own name, are : 

1. Attachment. Every non-resident (which includes a foreign cor- 
poration) is liable to have its property attached in any action, meritorious or 
otherwise, which may be brought against it here. There is no way of escaping 
this. Any irresponsible plaintiff who sees fit to bring suit has a right, upon 
giving a nominal bond, to attach the property of any non-resident he may sue. 
We had a striking illustration of this some years ago when one of our clients, 
a large Japanese importing house, maintaining an office and doing a very large 
business here, was sued by an irresponsible plaintiff for upw'ards of §25,000. 
The action was absolutely without merit. The congested condition “of our 
Court calendars prevented the case being tried for over three years. Oxir 
client’s bank balance was attached, to release which it was obliged to give a 
bond, upon which it had to pay premiums of approximately §500-00 a year 
for three years. Just as soon as the case was reached for trial, it was thrown 
out of Court, but the plaintiff was irresponsible and we w'ere not able to collect 
the judgment for costs, etc., which we obtained. The result of this experience - 
caused crur client to follow the advice u'e had prewously given it, i.e., to form 
a New York corporation, through which it has since done business with entire 
satisfaction. 

2. TAXATION. Our taxes also present certain complications with res- 
pect to foreign corporations. 

There are three taxes to be considered, i.e., the State of New York Fran- 
chise Tax, the Federal Income and the Federal Capital Stock Tax. 

(a) The State of New York Franchise Tax . — ^This is a Franchise Tax 
measured by the net income of the Corporation. As to foreign corporations, 
the net income is the income from ite New York business. The method of 
computing this income under the Tax Law is to take such portion of the 
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entire net income of the foreign corporation, derived fi-om all sources, as ite 
assets in this State hear to its assets everywhere. The result is that a foreign 
corporation is compelled to make a full report to the New Yorlc tax authori- 
ties, showing the entii-'e amount of its net income m detail and wherever deriv- 
ed, the entire amount of its gross assets, wherever located, and the amount of 
its gross assets in New York. We have found that to many of our foreign 
clients these requirements are very objectionable. 

(b) The Federal Income Tax . — ^This is a tax upon its net income derived 
from sources within the United States. In tlic case of imports and exports 
it is held that a profit upon purchasc.s in one country and sales in another is 
to be taxed to the country in which the sale takes place, i.e., where the profit 
is taken. This tax does not present the same objectionable features with 
respect to a foreign corporation as does the New York Franchise Tax. but W’e 
have known it to be objeetionable. 

If a New York eorporation is organized for the purjiose of enn-yingon 
the New York business of a foreign corporation, that busiins.s will not be sub- 
ject to attachment, the foreign company will not have; to make reports with 
respect to its general business and the. taxation here can be larg(;Iy controlled. 

The stockholders of a New York Corporation need not be citizens or resi- 
dents. One dircetor only need be a citizen and a resident of New York, and 
if the Certificate of Incorporation (Charter or Articles of Association) so provide, 
the directors need not even bo stocklioldcrs. 

For these reasons I advise the organizatioji of a Now York corjioraiiou 
to carry on the business here of a foreign corporation, and, as stated, our 
experience has been that the re.sults arc entirely satisfactorj’. 

I am sending you this letter in duplicate so that j’ou may enclose one, 
if you desire, to your enquirer. 


Faithfully j'ours, 

(Sd.) EDWARD H. LOCTCWOOD. 


Mr. Lends E. Bernays, 
H. M.’s Consul, 

New York City. 


NEW COMPANY LEGISLATION IN THE NETHERLANDS. 

Assistant Cojimebcial ATTAcnfi Paul S. Guinn, The Hague. 

Both houses of Parliament in the Netherlands recently passed new laws 
applying to the conduct of business in the country by foreign firms. The 
first law levies a capital tax on foreign firms and individuals doing business in 
the Netherlands, while the second provides for public disclosure of the balance 
sheets and profit and loss accounts of concerns doing business as domestic 
limited-liability companies. 

Capital Tax Defined . — ^The new capital tax on foreign firms is levied on 
the capital invested or used in "the Netherlands. Formerly, only an income 
tax was assessed, but, beginning May 1st, 1928, a capital tax made up of two 
rates of assessments, will be imposed. However, a reduction has been made 



in tlie rate at ^yllicll income tax is assessed, amounting to 20 per cent, for 
individuals, vdiile on foreign corporations the tax has been reduced from 
10 florins (8 florins income tax :plns 2 florins defense tax II) to 8-4 florins (6-4 
florins income tax phis 2 florins defense tax II). 

Division of Capital Tax. — ^The capital tax Tvill consist of a capital tax 
•proper and a supplementary levy known as “ defense tax I Both assess- 
ments are to he made on the capital invested or used in the Netherlands, less 
-certain reductions or minimum allowances. The rate for the capital tax proper 
is 1 florin, plus 65 per cent, or 1'55 florins per thousand, when the capital 
amounts to 30,000 or more, and 2 florins, plus 55 per cent., or 3*10 florins per 
thousand, when the capital is less than 30,000 florins. 

The supplementary defense tax I will he levied on the same basis as the 
capital tf,x proper, but provides a definite minimum over which the tax is 
to be paid and stipulates a progressive scale of rates : 

A piu’e capital of 50,000 florins or less is free of the supplementary defence 
tax. On a capital of over 50,000 florins and less than 100,000 
the defense tax I rate is 0'3 florin for each 1,000 florins by wliich 
the capital exceeds 50,000 : over 100,000 and less than 160,000 
florins, a flat charge of 15 florins plus 0 • 6 florin for each whole 
amount of 1,000 florins by which the capital exceeds 100,000. 
The scale varies progressively until on a capital of 9,936,000 
florins or more a tax of 6 florins is levied for each 1,000. 

Eegistering as Domestic Corporation or Retaining Foreign Nationality. — In 
view of the additional taxes levied imder the new legislation, the question 
arises as to whether it is advisable for a foreign concern to register as a domes- 
tic corporation' or to retain its foreign nationality. A domestic corporation as 
such does not pay a capital tax. Netherland nationals who are shareholders 
in a domestic concern, however, pay capital tax on the capital invested in the 
-concern and also income tax on the income derived. A foreign corporation 
registering as a Netherland corporation would not have to pay a capital tax 
as a corporation nor would foreign individual shareholders living abroad be 
liable to capital tax on the amoimt invested in the business in the Netherlands. 
A Netherland corporation, however, pays a dividend tax of 9*05 per cent. 
In order to ascertain the corporate nationality of a foreign firm engaged in 
business in the Netherlands, it is necessary to determine how the total sum of 
•taxation as a foreign firm — ^made up of the income tax of 8 • 40 per cent, plus 
the capital tax proper, at rate after deductions are allowed, of 1 * o5 florins or 
3 * 10 florins per thousand, plus the defense tax I (capital tax) at scale of rate 
in force — compares with the rate of 9*05 per cent, dividend tax which it 
would be assessed as a domestic concern. 


No. 452 (C.). 
<379/1/1926.) 


Bbitish Embassy, 
Paeis, 

9th March 1926. 


Sm, 

With reference to the situation of foreign banks in France, I have the 
honour to acquaint you that the “ Journee Industrielle of the 6th mstant 
published the written reply of the Minis ter of Finance to a question put to 
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him by Monsieur Gaudin de Villaine, senator for the Manche, who enquired 
why foreign hanks established in this country were authorised to receive de- 
posits, whereas Ikench banics abroad were not granted the same prmlege. 

2. Monsieur Doumer stated that at the present moment no legislative 
provision restricted the rights of foreign banks in France, which were assimilat- 
ed in all respects, as regards the exercise of their business, to French banks. 
A Bill, however, had been submitted to the Chamber of Deputies to fix new 
conditions for the establishment of aliens in France. If this Bill were passed 
it would make it possible to assure reciprocity in the treatment of foreigners 
established in France and French citizens established abroad. As regards 
French banks established abroad, every country was free to legislate as it 
pleased. The different laws in this mattcu* were more or less liberal, but in 
a number of countries, as in France, no distinction was made between natibnals- 
and aliens in respect of the exercise of trade in all its forms. 

I have, etc., 

(Sd.) CREWE. 

V , 

The Right Honourable 

Sir Austen Chamberlain, K.G., M.P., 
etc., etc., etc. 


Noth on position op Beitish Banks in Geemany, 26th Novembee 1926,. 

“ If the British bank which intends to open a branch in Germany, is a 
limited company or otherwise a corporation recognised by English law, a. 
license to carry on business must be applied for. It is issued by the competent 
Simistries in the various Federal States. 

If this license has been granted, foreign corporations are, on principle,, 
entitled to carry on business to the same extent as German undertakings. 

The only restriction to which a branch of a foreign corporation (if establish- 
ed in Prussia) would be subject, whether carrying on banking or other business, 
is the following : 

As far as the acquisition of landed property is concerned, a company not 
incorporated in Prussia has to ask for the consent of the Prussian Govern- 
ment, in pursuance of article 7, paragraph 2 of the Prussian Amendment Act 
to the German Civil Code, of paragraph 54 of the Act of the 12th May 1901, 
of an ordinance of November 28th and of a further Prussian Act of the 14th 
November 1918. In my opinion these provisions are maintained by Article 16, 
paragraph 6 of the Anglo-German Commercial Treaty. 

Similar provisions restricting the right of acquiring immoveable property 
apply in other German Federal States. 

If , apart from this restriction, the license for carrying on business has been 
obtained from the Government, a branch office of an English bank is not in 
any other way restricted or limited because it is the property of a foreign under - 
tal^g. 

Nevertheless, attention must bo'paid to the fact that since 1920, and also 
through an Act of the 26th jQme 1926, all banking undertakings — ^whether' 
German' or foreign — are limited in carrying on business as follows : 
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According to paragraph 4 of the Act (see Reichsgesetzblatt, 1926, Part I, 
page 89) only those banking firms -which already existed on the 16th January 
1920, or -which belong to persons -who -were at that date entitled to carry on 
banking business, are allo-wed to receive deposits and secimities as bailees and 
to let safes. 

If ne-w companies or corporations intend to start such business, a special 
consent has to be obtained from the Highest Administrative Authorities, after 
the Reichsbank and the compe-tent Ministries have been asked. 

^ Therefore, if a branch of a foreign bank -wants to carry on general banking 
business, it has to obtain such a consent. It is left to the discretion of the 
Government -whether the banking business is allo-wed to the fall extent or not. 
In any case, the consent ■\vill be given only if the branch office has sufficient 
funds in Germany for carrying on the business and if the admission will be 
in tne interest of the public. The latter would be the case if the office were 
a branch of an English bank of good standing. 

If the consent is refused, the branch office would be limited to transacting 
other banking business, such as the granting of loans, discounting of bills, 
etc. 


Apart from the above restriction, German or foreign banking rmdertakings, 
if duly established, are not limited in any other way. 

Of coarse any branches of foreign banks opened in Germany are subject 
-to the German Tax laws. The branches would have to pay income tax accord- 
ing to the provisions of paragraph 3 of the Corporation Tax Law. All profits 
accruing from land situated in (^rmany and from the trade carried on in this 
country are subject to income tax. In certain cases it will be difficult to 
ascertain which portion of the total income of the foreign corporation has been 
earned in Germany and which abroad, and in order to ascertain this the tax 
authorities -ttdll demand to see the balance-sheet, not only of the branch in 
Germany, but also of the English corporation. 

Further, tax on property -will be le-vded upon that part of the property of 
the corporation which is situated in Germany.” 


Fbom the Seceetary oe State, Foreign Oeeice, London, to His Excel- 
lency THE Right Honourable Sir R. W. Graham, G.C.M.G., G.C.V.O., 
ETC., ETC., ETC., RoME ; H. Stevenson, Esq., etc., etc., etc.. The 
Hague ; the Honourable H. G. Hicolson, C.M.G., etc., etc., etc., 
Berlin ; R. H. Campbell, Esq., C.M.G., etc., etc., Paris and R. I. 
Campbell, Esq., etc., etc., etc., Washington, No. 1318 (L. 7507/6653/ 
405), DATED THE 26th No-vembeb 1929. 

I transmit to Your Excellency herewith a copy of a letter No. F. 6183-29 
of the 9th ultimo, from the India Office, relative to the desire of the Ba nkin g 
Enquiry Committee which has been set up by the Government of India to 
ascertain, as regards certain representative foreign counteies, whether there 
exists any, and what, impediment or differentiation (legal or adminis-fcrative) 
against the setting-up of branches of non-national banks or against the conduct 
of banking business by branches of such banks. 

VoL. n ^ 2 Y 
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2. In vieTT of tlie importance of the enquiry, it is considered advisable 
to ensure that the information furnished is complete and up-to-date and I 
therefore request that you vrill inform me whether you consider that the 
enclosed information in respect of Italy furnished by the Department of 
Overseas Trade who were consulted in the first instance in regard to the matter 
should be in any way amplified or modified. 

3. A despatch in similar terms is being addressed to His Majesty’s Re- 
presentatives at Washington, The Hague, Berlm and Paris. 


From G. H. Baxtee, Esq., Whitehall, London, to V. K. A. Ayanoae, 

Esq., C.I.E., Indian Centeal Banking Enqttiey Comihttee, Hew Delhi, 

DATED THE 6TH DeCEMBEE 1929. 

Establishment in the United Kingdom of branches of Banhs established overseas. 

In continuation of my letter of 4th December, Ho. F. 7382-29, I enclose 
a copy of a letter from the Treasury, Ho. F. 8592-2, dated 5th December 
1929, and for convenience of reference I also enclose a copy of the Companies 
Act, 1929. 

As you will see, the requirements with which a Company registered in 
India and wishing to establish a place of business in Great Britain would^ 
have to comply, correspond closely to the obligations imposed upon Companies ■ 
registered in England. 

It is understood, moreover, that the Bank of England have never opposed 
the opening by foreign banks of agencies in London, and there is no reason to 
suppose that they would not maintain the same attitude with regard to Indian 
banks. 


Feom R. V. Hind Hopkins, Esq., Teeastjey Chambees, to the Undee 

Seceetaey op State, India Oppicb, Ho. F. 8592-2, dated the 5th 

Decembee 1929. 

I have laid before the Lords Commissioners of His Majesty’s Treasury 
Mr. Baxter’s letter of the 9th October last (F. 6183-29) enquiring whether any 
impediments or diSerentiations (legal or administrative) exist in the United 
Kingdom against the setting up of branches of banks established overseas. 

In reply, I am to request you to inform the Secretary of State for India 
in Council that a Company registered in India mshing to establish a place of 
business in Great Britain would be imder an obligation to file the documents 
required by Sections 344, 346 and 347 of the Companies Act, 1929, and to 
comply with the provisions of Sections 348, 349, 350 and 352 subject to the 
penalties for non-compliance set out in Section 351. Attention should also 
be directed to the provisions of Sections 345, 354 and 355. 

Subject to compliance with these requirements. My Lords are not aware 
of impediments against the setting up in this coimtry of branches of banks 
registered in India. 


I 
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DEMI-OmOIAL LETTER EBOM G. H. BAXTER, 'ESQ., IXDIA OeFICE, TO V. K. A. 

' Ayangae, Esq., C.I.E., No. E.-7827/29, bated the 18th December 
1929. 

With' reference to my letter of 6th December, No. E.-7521/29, 1 forward 
ior information, copy of the papers noted below. ’ 

letter to Eoreign Office from H. M. Representative in Paris, No. 1665, 
dated 11th December 1929, with enclosure (Memorandum). 


Better ebom R. H. Campbell, Esq., British Embassy, Paris, to the 
Right Honourable Arthur Henderson, No. 1666 (916/2/29), .dated 
THE 11th December 1929. 

^ With reference to your despatch No. 2518 (L.-7507/6653/405) of the 26th 
ultimo, relative to the vish of the Banking Enquiry Committee, which has 
been set up by the Government of India, to obtain information regarding 
the regime applicable to foreign banks established in this country, and to trans- 
mit to you, herewith, a memorandum on this subject, which has been prepared 
iby the Commercial Counsellor. 


MEMORANDUM. 

Foreign banks may establish branches in France without let or hindrance. 
‘Such banks carry on their operations on exactly the same terms as French 
banks and there is no legal or administrative discrimination. At various times 
proposals have been made to regulate with more stringency the profession of 
banker in this country, but the intention was not to interfere with foreign banks 
but to prevent the nob infrequent scandals which have occurred recently as a 
■consequence of the default or fraudulent practices of small banking concerns 
•operated by unscrupulous persons both in Paris and the provinces, ffitherto 
however, none of these proposals has becomG law * * v * 

The three leading United Kingdom banks in Paris, which are subsidiaries 
■of leading institutions in England, are English companies operating in France. 
No difficulties have been put in their way in the matter of taxation and the 
French authorities have never clauned to levy taxes based on the total profits 
•of the parent houses. A case is stated to have arisen, however, where a foreign, 
but not British bank, which started a branch in France _ and subsequently 
transformed it into a separate company, was made the subject of enquiries by - 
the taxation authorities, but it is not known whether the matter was pushed 
further. 


British Embassy, 
PARIS ; 

"The 9lh December 19291 


2'v’2 
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Demi-official LETTEBimoM Mb. G. W. P. Mabten to V. IC. A. Ayangabv 
Esq., C.I.B., Seceetaby, Indiajt Centeal Banking Enquiby Committee,. 
No. 'e. 5-1930, DATED Whitehall, London, the 2nd Janhaby 1930. 

TreatmerJ, of Non-National Banks in certain foreign countries. 

In continuation of Baxter’s letter of 18th December, No. E. 7827, 1 for- 
wird, for information, copy of the pajjers noted below on the above subject. 

Letter to Eoreign Office from H. M.’s representative in Borne, No. 823(C.), 
dated 10th December 1929. 


Letteb fkom the Bbitish Embassy, Rome, No. 823 (C.), dated the IOth 

Decembee 1029. 

I have the honour to acknowledge receipt of your despatch No. 1318 
(L.-7o07/66o3/40.5) of the 26th November, relative to the desire of the Banking 
Enquiry Committee which has been set up by the Government of India, and 
beg to report as follows. 

2. The information furnished by the Department of Overseas Trade is, in 
general, correct, but the following additional information will no doubt be 
useful. 

3. There are no objections against the setting up of branches of non- 
national banks in Italy or against the conduct cf banking business by branches 
of such banks, provided that certain conditions are complied with. 

4. The dispositions of the Boj'al Decree of the 4th December 1919 and also 
of Royal Decree of the 20th February 1921 , No. 483, still apply to foreign banks 
intending to set up a branch in Italy or the Italian Colonies, in so far as they 
are not in contradiction with the prerciit L'.vs, and they also give the faculty 
to the Minister of Finance to demand (be deposit of the guarantee in corollary 
to the class of operations which the bank proposes to carry on in Italy or in the 
Italian Colonies. 

5. There is a further and more recent Decree of the Gth November 1926 
which was published in the “ Gazzetta Dfficialc ” No. 289, page 5548 on the 
16th December 1926. Article 4 of this Decree states that Banks which intend 
to S3t up after the date of publication of the Decree must be established with 
a miiumum capital of Lit. 50,000,000 if constituted as a shareholding company 
of ordinary credit, intending to carry out its activities in many districts.' If the 
company only intends to carry out regional activity, then the capital must be 
Lit. 10,000,000. Should it bo intended that the company work in the provinces, 
the aipount of the capital must then be Lit. 5,000,000 ; if the company is to be 
a co-opsrative society with limited rcs])onsibility (banca popolare) intending 
to work only in ons province, the ininimum capital must be Lit. 300,000. If 
such a company should eventually expand, it must carry out the demands which 
are made for a company of ordinary credit, i.e., have a minimum cai3iial of 
Lit. 50,000,000. 

6. For banks which arc the property of a single person, or which arc consti- 
tuted in collective names or as sleeping partnerships, the same laws apply as 
for companies of ordinary credit. 

7. Further, it is laid down in Article 5 of this Decree that any bank (i.e., 
Italian Company) vushing to set up in Italy or in the Italian Colonics must 
obtam the authorisation of the Ministry of Finance, which should bo present- 
ed to th*' Manager of the Branch of the Bank of Italy in the chief lieu of the 
province in which the bank intends to establish its Head Office. 
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S. Tiiis request should contain the following particulars ; — 

{a) The denomination of the company. 

' (6) The form in which it is intended to constitute the company, 

(c) The kind of hanking activities which it is proposed to carry on. 

(d) The amount of capital. 

(e) Where the Head Office is to be and Branches which may be opened. 

b. In conclusion I would state that I agree with the last paragraph of the 
Minute by the Department of Overseas Trade to the effect that difficulty may 
arise in determining the profits, etc., udth regard to taxation. The question of 
taxation on all companies in Italy is a very complicated one and there is also 
the question of whether the foreign company establishes itself for the purpose 
of carrying on its business in Italy through a branch instead of creating . a 
separate company under the regime of the Italian Commercial Code. There- 
fore, before any foreign banking company decides definitely to start business in 
Italy, it would bo well for them to take legal advice as to the best way in which 
lihe company should be formed, also going carefully into the question of 
taxation. There are no doubt many capable lawyers in Italy who could draw 
up the necessary petition for licence to trade, and give competent advice on 
-this matter as well as on that of taxation, and I am sure that Aw. Serrao, 
O.B.E., the Lawyer to this Embassy, would also be capable to act in such 
.questions as he has had considerable experience in the past in dealing with 
■the formation of British Banks, insurance companies and business firms in this 
'Country. 


Demi-ofiticial letteu ebom Mr. G. W. P. Marten, to V. K. A. Ayangab, 
Esq., C.I.E,, Secretary, Indian Central Banking Enquiry Commit- 
tee, No. E.- 258/30, dated the 10th January 1930. 

Treatment of Non-National Banks in certain foreign countries. 

In continuation of my letter of 2nd January, No. E.-5, I forward, for 
Lett-r to Foreign Office from His information, Copy of the paper noted in 
Majesty’s Eepresentative at The the margin, on the above subject. 

■Hague, dated the ’-Sth December 
1929. 


Letter from British Legation, The Hague, No. 174, dated the 

28th December 1929. 

With reference to your despatch No. 642 (L. -7507/6653/405) of the 26th 
ultimo, I have the honour to report that Mr. R. V. Laming, Commercial 
"Secretary to this Legation, has informed me that there exists no impedi- 
ment or differentiation (Legal or Administrative), in the Netherlands against 
iihe setting up of branches of non-national banks or against the conduct of 
banking business by such banks, beyond that mentioned in the report by 
"Mr. P. S. Guinn enclosed in j^our despatch under reference. 

2, Mr. Laming has further informed me that he considers that particu- 
lars furnished by th*' Department of Overseas Trade to be correct. The only 
B/ddition required is that the Netherlands law of May 1st, 1928, entered into 
operation on that date. 
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Feom G. H. Baxtee, Esq., India Office, Whitehadl, London, to. V. K. A, 
Ayanoae, Esq., C.I.E., Centeal Baneing Enquiry Committee, New 
Delhi, No. E. 1212/30, dated the 17th Febeuaey 1930. 

With further reference to your letter of the 17th September 1929,. 
No. 330, I enclose a copy of a communication received bj'- the Foreign OjBSce 
from the British Embassy at Washington giving information regarding the 
conditions, under which Branches of foreign Banks may operate in the State 
of New York together with the three printed documents referred to therein. 


Feom the British Embassy, Washington, D. C., to the Right Honour- 
able Arthur Henderson, M.P., No. 185, dated the SOth Jan- 
uary 1930. 

With reference to Foreign Office despatch No. 1C4G of 2Gth November 
1929 (L. 7507/6G53/405) regarding the desire of the Government of India to 
receive information regarding the conditions under whicli branches of foreign 
banks may operate in the United States, I have tlic honour to transmit copies 
of a memorandum prepared by the Commercial Secretary in which the general 
situation as regards foreign banks in the United States is set forth. 

2. It rvill be observed that as each of the forty-eiglit States is empowered 
to prescribe its ovm regulations j\Ir. Pack has only dealt in detail vith the 
State of Now York on the assumption that any branches of Indian banks set 
up in the United States would most likely be established in New York City.. 
Should the Government of India desire to receive similar details for any 
other State I shall be glad to arrange accordingly. 

3. A copy of this despatch has boon sent direct to the Department of 
Overseas Trade. 


Memoeandum regarding the Regulation of Foreign Banks in the 

United States. 

There is no provision in the federal statutes for the establishment under 
national authorization of branches of foreign banks in the United States. 
Each of the forty-eight States in the Union is empowered to make its ow^ 
regulations regarding banks established within its jurisdiction. It is obviously 
unnecessary to consider the regulations of each separate State as it is most 
unlikely that any foreign bank would desire to establish a branch in the great 
majority of the inland States. In actual practice New York is the State in 
which branches of foreign banks are largely established and for the present 
purposes of the Government of India it might suffice to examine the conditions 
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under -wMcli such foreign, branches may operate in that State. I have there- 
fore procured through the courtesy of the British Consul General at NewYork 
copies of the following documents : — 

The Banking Law — 1929. 

Bulletin No. 1 of the New York State Banking Department on State 
Banks. 

Regulations of the New York State Tax Commissioners relative to the 
Tax on State Banks. 

The regulations of the New York State Ba nkin g Department prescribe what 
operations a foreign bank may perform. Any function not mentioned is. 
therefore deemed to be prohibited. Under the present regulations a foreign 
ba'hk authdrized to operate in the State may buy, sell or collect bills of exchange, 
is'^ue letters of credit, receive money for transmission, transmit such money 
by dtaft, cheque, cable, or otherwise or make sterling or other loans. A foreign 
corporation may also do the business of a New York investment company if 
it files with the Superintendent of Banks a statement containing detailed in- 
formation regarding its financial conditions, deposits with the Superintendent- 
of Banks the sum of §100,000, and complies vdth the general laws of the State 
governing such companies. It will be seen that a foreign bank is not allowed 
to receive ordinary deposits, accept deposits or other j»roperty in trust, act in 
any other fiduciary capacity, engage in the savings or loan business, nor autho- 
rized to make discounts. The general procedure to be followed by foreign 
banking cor2)orations in applying for a license to operate in the State of New 
York is set forth on page 38 of the enclosed Bulletin No. 1. Briefly stated 
the statutes require that such corjiorations file their ajjplications with the 
' Superintendent of Banks, stating the name of the corporation, where it desires 
to transact business, the amount of its capital, the value of its assets (which 
must be at least §250,000 in excess of liabilities), a financial statement, a copy 
of its charter, and certain other details. A foreign bank must also designate 
the Superintendent of Banks as its attorney on whom all legal processes may 
bo served. A certificate to do business, good for one year, is issued by the 
Superintendent of Banks on payment of a fee of §250, when this official is 
satisfied that all legal requirements have been met, and that it is safe and 
expedient to allow such corporation to establish itself within the State. This 
certificate may be revoked if the Superintendent is satisfied that the bank 
is doing an unauthorized or unsafe business or if the bank itself becomes 
unsafe. 


(Sd.) A. J. PACK, 
Commercial Secretary, 


Demi-official letter from G. H. Baxter, Esq., India Office, Whitehall, 
London, S. W. 1, to V. K. A. Ayangar. Esq., C.I.E., Central Bank- 
ing Enquiry Committee, New Delhi, No. F. -1692/80, dated the 13th 
March 1930. 

Treatment of non-national hanlc in certain foreign countries. 

Ln continuation of<my letter of 17th -February, F.-1212, I enclose a copy 
of a despatch from the British Embassy in Berlin to the Foreign Office, 
London, forwarding a mote -on the’ position of British banks in Germany in 
February 1930. 
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British Embassy, 
Berlin, 

27th February 1930. 


No. 148. 

236/2/30. 

Sir, 

With reference to your despatch No. 1433 (L. -7507/ 6653/405) of the 
26th November last, regarding the desire of the Banking Enquiry Com- 
mittee of the Government of India to obtain information as to the estab- 
lishment of branches of non-national banks in foreign countries, I liave 
the honour to transmit to you herewith a memorandum based on the reply 
received from the Ministry for Foreign Affairs to enquiries addressed to 
them in the matter. 

2. This information relates only to Prussia. The conditions applicable 
in the other German States will be forwarded as soon as the necessary 
particulars have been obtained. 

I have etc., 

(Sd.) HOEACE EUMBOL0, 


The E'ght Honourable 

Arthur Henderson, M.P., 

etc., etc., etc. 


Note on position of Brithh havhs in Germany, February, 1930. 

The establishment of branches of British banks in Prussia, is in every 
case dependent on the permission of the competent ministry, if the bank is 
to be in the form of a coi-poration recognised by law. According to Article 
7 paragraph 2 of the Prussian law governing the application of the Civil 
Code the permission of the competent ministry is also required if' a foreign 
body corporate wishes to acquire landed property in Prussia. The procla- 
mation of the 15th March, 1918 (Eeichsgeseteblatt page 123) of the Federal 
Council, governing transactions in agricultural landed property contains ' 
restrictions as to purchase which are applicable to nationals and foreigners 
in general. 

Apart from the foregoing, the only other law which would interest 
German branches of British banks is the mortgage bank law of the Eeich 
of the 13th July, 1899. The regulations mentioned under 1 and 2 of this 
law are no longer in force. The decree of the 8th November, 1924 
(Eeichsgesetzblatt I page 729) amending the legislation governing foreign 
currencies has been abolished (see regulation of the 22nd February, 1927, 
Eeichsgesetzblatt I page 67). The law governing deposit business of the 
26th June, 1925 (Eeichsgesetzblatt I page 89) expired on the 31st Decem- 
ber, 1929. 
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DEM-OFFICIAIi FKOM G. H. BAXTER, ESQ., InDIA OFFICE, WhITEIIAEE, 
London, S. W. 1, to V. K. A. AyanoaR, Esq., C.I.E., Centrae Bank- 
ing Enquiry Coibiittee, No. E.-2S70/B0. dated the 24 th April 1930 

Treatment of non-national banlts in certain foreign countries. 

In continuation of my letter of 13tli March, P.-1G92, I enclose copies 
of two despatches, dated 5th and 11th Apri', respectively, ivith enclosures, 
from the British Embassy in Berlin to the Foreign OfBce, London, giving 
further particulars regarding the establishment of branches of foreign bank? 
in Germany. 

7 he ministerial ordinance dated 11th Becemher 1900 mentioned in 
the enclosure to the earlier despatch has not been received, but a copy is 
being obtained and ivill be forwarded in due course. 


British Embassy, 

^ Berlin, 

5th April, 1930. 

No. 263, 

236/3/30. 

Sir, 

With rcferonco to my despatch No. 148 of the 27th February, forward- 
ing a note on the position of British btn.ks in Prussia, I have the honour 
I to transmit herewith a similar note with regard to Bavaria, based on in- 
formation obtained from the legal adviser to His IMajesty’s Consulate- 
General at Munich and from the Ministry of Commerce. I understand 
from His Britannic Majesty’s Vice-Cousul at Munich that two types of 
iieenc(>.R arc issued, one for full banlcets and another for hank brokers to 
whom the opening of current accounts is not permitted. The licences ore 
granted by the Chamber of Commerce. 

1 have, etc., 

(Sn.) HORACE RBMBOLD. 


The Right Honourable 

Arthur Hendersou, M.P.. 
etc., etc., etc. 


Note on the position of British companies in Bavaria. 

1. The establishment of branches of British companies, including banks, 
in Bavaria is governed by the Bavarian Law of 30th .January. 1868, which 
is also applicable to Bavarian commercial enterprises. Article 2, para- 
graph 3 of this law stipulates that foreign concerns may only operate in 
Bavaria after special authority ha.s been granied by the government, unless 
provision for this has already been made by treaty. 
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.%2. /Applicatioti ‘for pemiiesion to operable ip Bavaria tkitist ' be made ‘m. 
accordance with the ministerial ordinance of 11th December, <1906, copy 
Bimexed. 

3. Attached herewith is a copy of a memorandum for the use of offi- 
cials of the Ministry of Commerce when dealing with- the establishment of 
foreign companies. 


Conditions for the , granting of permission to foreign companies io corfy 

on business in Bavaria in accordance with para. 12 of the Fedcfal 

Order (Reichgewerheordnung) and Art. 2, Section 3 of the Bavarian- 

law relating to industrial undertalcings (Gcioerbegesetz). 

1. The company is bound to appoint a general agent holding a power 
of attorney and to inform the Ministry of Commerce, as well as the com- 
peteni district government (Kreisregierung) of the appointment and any 
change therein by means of a legalised copy of the power of attorney. 

2. The attorney must, before the permission is gmnted aclinowledge in 
writing as agent of the company that the company is aware of the condi- 
tions under which the permission is gr.anlcd and that it will in the con- 
duct of its business conscientiously observe them as well as the German 
laws and other stipulations, especially those in connection with the exporta- 
tion and importation of goods. The signature of the attorney must be 
officially legalised. 

3. The company is bound to found a branch establishment in Bavaria 
in the sense of the commercial laws and as such regularly to conclude 
its contracts with officials of the Beich in so far as other branches are not 
involved. The competency of the courts as defined in paras. 21 and 23 of 
the order governing civil procedure may not bo excluded by agreement. 

4. Every alteration or addition to the company’s articles of associa- 
tion must be reported not only to the Ministry of Commerce for the pur- 
pose of being entered in the commercial register, but also to the district 
government. 

6. For the purpose of prospectuses and public notices the description of 
, property of the company should be confined to a statement of the capital 
which the shareholders are responsible for providing, but the amount of 
the share capital which has been actually paid up must be shown. 

6. Within three months of the expiration of each business year, the 
company must send to the Ministry of Commerce copies in German of the 
following ; 

(а) General statement of account of the company. 

(б) Special statement of account and balance sheet of the branch, 

the capital of the branch/?being shown separately. 

The Ministry reserves the right of publishing the statements of account 
and balances. 

The actual value' of all assets and loans are to be shown in the state- 
ment of accourit. Doubtful book debts are to bo shown at their probable 
value and uncollectable debts not included. 

l7. The establishment of additional 'branches or offices in Germany can 
only be made with the sanction 'of ‘the 'Ministry of Commcrcev ■ 
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8. -Permission to c^rry on ebusiness in PaVaria ■ma:y be withdrawn safe- 
any time without reason being given and the conditions under which per- 
mission may have boen given, changed or supplemented. The right of' 
withdrawal of permission is specially reserved in cases where full recipro*^ 
city for German undertakings in the company's own country is not assur- 
ed. 

9. This permission does not cover auihority to acquire landed property 
ih Bavaria which in every instance is dependent on the specific authorisa- 
tion of the Bavarian Government. 


British Embassy, 
Berlin, 

f ’ 11th April, 1930. 

No. 284, 

'236/4/30. 

Sia, 


With reference to my despatch No. 263 of the .'ith instant, regarding 
the establishment of foreign banks in Germany, I have the honour to trans- 
mit herewith notes as to the legislation on this subject in Wuerttemberg • 
and the Eree States of Anhalt, Saxony and Thuringia, supphed by His- 
Majesty's Consular Officers at Frankfort and Leipzig. 

2. I am informed by His Majesty’s Consul at Bremen, regarding the- 
establishment of foreign banks in Bremen and Oldenburg, that no local 
permission is necessary and that the Heich laws are applicable in both 
States. 

I have, etc., 


(Sd.) nOEACE EUMBOLD. 


The Eight Honourable 

Arthur Henderson, M.P., 
etc,, etc,, etc. 


Translation of a communication received from the Justizministerium in 

Wuerttemberg. 

Trading by foreign juridical person m Wuerttemberg is governed by the 
Wuerttemberg law for the execution of the German Civil Code of July 
28tb, 1899 (Eeg, Bl. page 425) without prejudice to existing State treaties. 

Auticle 282 ; 

“Foreign Joint Stock Companies, Joint Stock Companies on comman- 
dite, and juridical persons require the permission of the Government in 
order to carry on in W'uerttemberg on existing business either through 
branch office or a permanent agency, if the object of the undertaking is 
jbnnking and credit business or goods or life insurance, including annuity 
contracts, or if in the foreign State in question companies or persons who 
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^re nationals of Wuerttemberg also require tlie permission of the Govem- 
'ment for carrying on a similar business. 

Instead of tbe Ministry of the Interior ihe Ministry for Economic 
Affairs is now competent for the issue of the 'Government permission.” 


(Establishment of British banks in the Free States of Anhalt, Saxony and 

Thuringia. 

iis regards the Free States of Thuriugi.a and Anhalt no permission on 
•the part of the Slate is required. 

2. As regards the Free State of Saxony, the question is governed by 
paragraph 5 of the laws, dated November JO, 1899, governing the fulfil- 
ment of the Commercial Code, the law governing Internal Navigation, and 
the law governing Lumbering (Printed in the Saxon Official Publication, 
■1899, page 562) which reads as follows : 

“Foreign corporative bodies, joint stock companies and limited liability 
■eompanies, require in order to carry on business in Saxony through a branch 
e.^tablishment or through an agreement with ths local representative the 
permission of the State in as far as it bps not been otherwdse ^determined by 
a State Treaty. Such permission is revocable. The competent autho- 
-rity for the granting of the permission and for revoking same is the 
Ministry of the Inierior; in the case of mining concerns both the Minis- 
•tries of the Interior and Finance must be consulted. 

Before a Branch is registered in the Commercial Begister the fact that 
permission to found it has been granted must be proved to the Begistration 
Court. 

As far as Insurance Companies, which arc not Saxon companies, are 
concerned, the regulations are not applicable.” 

With regard to Saxony, the Ministry of Commerce is competent and 
mt the Mjnistry of the Interior as provided for in paragraph 5. It is 
usual for the Ministry of Commerce when dealing with the permission of a 
foreign company to insert the clause “Bight of Bevocation at any time is 
reserved. ' ’ 


Staff. 

As far as tbe Free State of Saxony is concerned permission must be 
obtained from the competent Police Authorities, who consult the local 
Chamber of Commerce. The Chamber of Commerce in its reply bases 
its opinion upon the condition of the labour market. 

In the Free State .of Thuringia the “Permit de sejour” must be obtain- 
ed from the competent president. of the district or the Tonm Director. The 
'duraticn of the permission is limited. It is customai’y with the 
Thuringian Authorities before granting the permission or renewing same 
to consult the President of the Ministry of Labour as to the state of the 
labour market. 

In the Free State of Anhalt the position is similar to that of Thuringia, 
•the Chamber of Commerce at Bessau being the authority concerned. 

Generally speaking, residential permits are readily granted to the Heads 
-of Firms but not so readily to the staff employed. 
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DEin-OmCJIAL LETTER EROMfG. H. BAXTER, ESQ., INDIA OEEICE, WHITEHALL,. • 
London, S. W. 1, to Y. K. A. Ayanqar, Esq., C.I.E., Indian Central 
Banking Enquiry Committee, Bangalore, No. F.-3056/30, dated the 
1st May 1930. 

Subject : — Treatment of non- national banks in certain foreign countries. 

In continuation of my letter of 24tli April, E.-2870, I enclose a copy of a 
despatch, dated 17th April, with enclosures, from the Biiitish Embassy in 
Berlin to the Foreign Office, London, regarding the establishment of branches 
of foreign banks in the States of Hamburg, Liibeck and Mecklenburg- Schwerin. 


Letter erom the British Embassy, Berlin, to the Right Honourable 
Arthur Henderson, M.P., etc., etc., No. 305 (236/5/30). dated the 
17th April 1930. 

With reference to my despatch No. 284 of the 11th instant, I hare the 
honour to transmit herewith notes on the kgislation concerning the establish- 
ment of foreign banks in the States of Hamburg, Liibcck and Mecklcnburg- 
Schwerin, supplied by His Majesty’s Consul-General at Hamburg and His 
Majesty’s Vice-Consul at Liibeck. 


Hamburg, 

2Sth March 19c0. 


Dear Mr. Oliver, 

In reply to your communication of the 3rd instant. Ref. No. 680/30, 
I beg to Morm you that for the establishment of bank branches no special 
permission from the State is rec[uircd in principle according to existing Hamburg 
and Reich law. Should the branch as such, however, acqiure k gal competence, 
i.e., be competent independently to acquire rights for itself and to assiime 
liabilities the special regulations affecting the establishment of so-calkd 
“ Turidical persons ” must be observed, which in this case comprise especially 
joint-stock companies (Aktiengcsellschaften) and limited liability companies 
(Gesellschaften mit beschraenkter Haftungb dho information which you 
have received from your Embassy in Berlin woujd apply in such ease. 

• Persons (other than juridical) of British or Tiish nationality do not require 

permission to acquire real estate. On thp other hand for the acquisdion o 

real estate in the State of Hamburg by julidical persons, even those of German 
real esiaijc lU UIG ui-u-iy .T nrift/vcnnts. 



law governing the application of . , t • i o i. 

Whether State jutlioial regulations cxisr in Bruiisuaok, Lippe and Schaum- 
burg Lippfhi regard to the points in question, I am, to my regret, uuaole to- 

ascertain with certainty. 


(Signed) ^lERCK. 
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' SaMBUEO law GOV3SBNING TiBCR- ATELICATION OF ' THE GlVlt CbljE’ 

PAEAGBAPH 28. 

TKe acquisition of real estate by foreigners depends on the perinission of 
the Senate. The right of forei^ heirs to transfer real property belonging to 
an estate is not affected by this decision. Juridical persons belonging to a 
foreign State are eoasidered to be foreigners in the sense of these regulations. 

The law regarding the acquisition of real estate dated 20th March 1863 
as repealed; , 


Translation. 

Drs. Cumie & Dane, Lawyers, entered at the Supreme Hanseatic Court 
•of Appeal at Hamburg and at the High Court and Lower Court-of Justicc' at 

Luebeck, and notaries public. , , 

Luebeclc, 10th< March IRuOi 

Dear Sir, 

With reference to the opinion desired by the British Consulate-General 
ih.Hamburg, I beg to make the following observations : — 

The Reich statutes and Reich decrees mentioned in the second and third 
paragraph of the Consul-General’s letter naturally apply also to Luebeck, but I 
■cannot help thinldng that a misconception has arisen in so far as it is stated 
that paragraphs 1 and 2 of the mortgage bank law of July 13, 1899, are no 
longer in force ; at least I have discovered no law by which those sections have’ 
been repealed. 

Of the Reich laws, however, there is another which should be mentioned* 
namely, paragraph 12 of the Gewerbeordnung in which it is laid down that as 
far as the industrial activity of juridical persons is concerned, tlie sjime remains 
subject to the law of the State so that State regulations apply to that 'extent. 

I have, however, ascertained that no such regulations ha;Ve been promulgated 
in Luebeck. 

In addition one must also take into consideration article 10 of the law 
governing the application of the Civil Code in wliich it is stated that a legally 
constituted foreign association — and it is conceivable that, especially in 
contemplation of foreign law, the form of an association (Vereinj might possibly 
apply in the case of a banking concern — is regarded in Germany as legally, 
constituted provided its legal competence is recognised by a resolution of the 
Bundesrat. Hence it follows that, having regard to the conditions laid down 
for the carrying on of the business of banldng, one must distinguish between 
the various forma w^hich the undertaking may assume, namely, whether they 
are Ojfena Handelsgesellscliaften, ' Kommanditgesellschaften, . AMiengesells- 
schaften, Kommavdiigcsellscliaften a^if Ahiien, GesellscJiaften mit bescliraenlcter 
Tiaflung or legally constituted Vexeine. 

In article 88 of the law governing the application of the Civil Code it is 
further laid down that the regulations contained in State laws, which make 
the acquisition of real estate by foreigners dependent bn the permission of the 
State, remain tmaffected. On this article rest the provisions of article 7 of 
the Prussian law governing -the applicatioii/of the Civil Code, as mentioned in . 
the Hamburg letter. Hamburg, has apparently issued a similar regulation in 
paragraph 28 of the Hambmg law governmg the application of the Civil Code. 
Luebeck, however, has made no sucli regulation. 
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■Regarding the Aktiengesellschaflm wliich, form of company probably 
-comos first into consideration, attention must bo dra'wn to paragraph 201 of 
the commercial code in section 5 of which it is laid down that, where notice is 
given with a view to the ertry of a company in the trade register, if the head 
office of the company is abroad, in addition to the usual documentary evidence 
it must -be shewn in certain casec* that permission to carry on in Germany the 
'busmess in question has been granted by the State. Whetlier such special 
permission ’s required depends as is indicated in paragraph 12 of the Gewer- 
beordnung on the nature of the business itself. 

As regards banks apparently no special regulations exist here in Liibeck* 
in any case I have been unable to ascertain anjrtbing positivt , neither at the 
Chancellory of the )Senate, nor at the Chamber of Commerce, nor at the Stadt- 
nnd Landamt, and therefore oixo may safely assume that the special permission 
■of the State is not required. 

In addition it is probable that certain provisions of the Anglo-German 
commercial treaty would come into question in which it is agreed that as a 
matter of principle any company belonging to the one state may also do busi- 
ness in the other state and found branches there. 

To 

Consul 'Hermann G. Stolterfoht, 

Luebeek. 


PoSmON OF FOREIGN BANKS IN MeOKEENBURG-ScHWERIN. 

A foreign bank desirii'g to establish a branch in Mecklenburg must first 
obtain the sanction of the Ministry of Justice at Schwerin. There apptars to 
be no difficulty in obtaining such sanction. 

Should such a branch bank acquire landed property in Mecklenburg it is 
subject to the provisions of the Bundesratsvorordnung of March 16th, 1918, 
but apart from the Reich regulations it is also subject to .special Mecklenburg 
regulations. H. B. M. Vice-Consul at Luebeek states that when a brauch of a 
foreign bank acquires landed property in Mecklenbiu-g either by pm'chase or by 
auction or by the decision of a Court of Law, the Mecklenburg Government 
mav require the property to be alienated again within t^s’o years. 


GoPV OF A DEMI-OFFICIAL LETTER FROM G, H. BAXTER, EsQTTIRE, InDIA 
Ojbfice, London, to V. K.. Aravamudha Ayangar, Esquire, Secretary, 
Indian Central Banking Enquiry Committee, No. E.-3456/30, dated 
THE 19th May 1930. 

Treatment of non-national banhs in certain foveign countries. 

In continuation of, my, letter of Ist May, E.-3056, I enclose a copy. of a 
despatch, dated 5th May, with enclosures, from, the British Embassy in Berlin 
to the Foreign Office, London, regarding the i establishment iOf branches of 
foreign banks in the State of Baden. 



Copy OF a letteb from the British Embassy, Berlin, to the Bight 

Hon’ble Arthur Henderson, M.P., etc., eto.. No. 352/(236/6/30),. 

DATED THE 5TH !Rt.4.Y 1930. 

With reference to my despatch No. 305 of the 17th of April last, I have 
the honorr to transmit to you, herewith, a note on the legislation concerning 
the establishment of foreign banivs in the State of Baden, which has been 
supplied by His Majesty’s Consul General at Eranltf ort. 


Est%blis7ivient of Foreign Banhs in Baden. 

No State regulations exist in Baden regarding the admission of foreign 
bodies corporate to carry bn a business. According to Article 2 of the Baden 
executive regulations of the Trade Law of the 21st Hecembrr, 1871, foreign 
bodies corporate art- placed on one level with nationals of the Reich as far 
as the carrying on of a business in Baden is concerned, but in the case of 
nationals of a State which docs not accord reciprocity, the right of retaliation 
may be resorted to. 


Copy of a letter ittcm G. H. Baxter, Esq.. India Office. Lo^'don, to 
Mr. V. K. A. Ayangar, C.I.E., No. E.-3670/30, dated the 2STn May 
. 1930. 

In continuation of my letter of 19th Mil}’', P,-3456, 1 enclose two copies 
of a despatch dated loth Mviy from the British Embas.sy in Berlin to the 
Foreign Office, London, regarding the establishment of branches of foreign 
banks in Germany. 


Copy of a letter fro.m the British Embassy, Berlin, to the Right- 
Hon’ble Arthur Henderson, M.P., etc., etc., No. 380/(236/8/30),. 
dated the 15th May 1930. 

With further reference to my despatch No. 148 of the 27th February last 
regarding the establishment of foreign banks in Germany, and subsequent 
correspondence on this subject. I have the honour to report that at the- 
beginning of April last I noticed an article in the press to the. effect that a 
new law governing deposit business was in prepanTtion. I thereupon caused 
enquiries to be made at the Ministry for Foreign Affairs as to the accuracy 
of this statement and I have now been informed that a. new Reich law dealing 
with deposit business is in fact in preparation and that its provisions will in 
all probability have retrospective effect, so that they will also apply to under- 
takings which have been established between the expiration of the old law, 
namelj^ the 31st December 1929, and the coming into force of the new law. 


Copy of a demi-official letter from C. H. Kisch, Esq., India Office, 
London, to V. K. Aravamudha Ayangar, Esq., C.I.E., .Secretary, 
Indian Central Banking Enquiry Committee, No. F.-3919/30, 
DATED THE IUTH J-UNE 1930. 

i 

Treatment of non-nationnl banks in certain foreign countries. 

With reference to the second paragraph of Baxter’s letter of 24lh April, 
No. F.-2870, 1 now forward a copy of a translation of the Bavarian Ministeiial 
Oidinance dated 11th December 1906, regarding the admission of foreign, 
countries to carry on a trade in that State. 
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Transhtion. 

‘Copy. 

XL. 3752/71/405.; 

IXaEAOT IROM AmTSBRATT DER KOENiaLIOHEN STAATSMINISTERIEN DES 

Aessern end des Innern 1906. V A 7.- Page 520, No. 26567-IT. 

THe Ministry of State and Ministry for Foreign Affairs. 

To the District Administration Authorities : 

Attention is drawn to the fact that, according to paragraph 12, section 1, 
of the Trade Law of the Reich and Article 2, section 3, of the Bavarian law of 
"the 30th January 1868, concerning the exercise of trades (Bavarian Gesetzblatt 
1866/69, page 609) foreign companies in Bavaria may only carry on a trade with 
the permission of the State. 

Application for admission to exercise a trade must he submitted to the - 
•State Ministry and the Ministry for Foreign Affairs after a request has been 
received from the Government represented by the Ministry of the Interior: 

When handing in the application the companies must nominate anattorney 
•and submit three copies of the articles of association. 

FREIHERR VON PODEWILS. 

Munich, 11th December 1906. 

Regarding admission of foreign companies to carry on a trade in Bavaria . , 


t * * 

'Copy of a better from 0. H. ICisoh, Esq., India Office, London, to Me. 
V. K. Arafamedha Ayano.ar, C.I.E., Secretary, Indian Central 
Banking Enqeiry Committee, No. F.-4222/30, dated Jene 1930. 

Treatment of non-national banks in certain foreign countries. 

In continuation of my letter of the lOth June, F.-3919, 1 enclose copy of, 
a despatch from the B ’itish E nbassy in Constantinople to the Foreign Office, 
London, dated the Tibh June, regarding the establishment of branches of 
foreign banks in Turkey. 


Gopy of letter from tee British Embassy, Constantinople, to the 
Rioht Honoerable Arthur Henderson, M.P., etc., No. 223 (309/ 
2/30), DATED THE 12th Jene 1930. 

I have the honour to report, with reference to your despatch No. 329 of 
•the 29bh ultimo (L.-3669/71/405), that there exists in Turkey no legislation 
to prsvont the setting-up of branches of non-national banks or the conduct _ 
by the branches of such banks of banking business. Branches of foreign 
banks must, however, comply with the provdsions of the companies law of the- 
SOth November 1914, which include registration with the Turkish Govern- 
ment. , ' 

2. In practice, as well as in law, some differentiation is made bctw'een 
national and non-national banlcs. The latter are, for instance, subject to the 
profits and property tax from w'hica the former are exempt. Further, all 

VoL. II 2 z 
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guarantees required by the Turkish Government iu respect of tenders for 
Government contracts must be deposited with nntionnl banks as must also 
be the guarantees required from insurance comj)aniosby virtue of the com- 
panies law. 


Copy OF nBTrBR FROM THE SECRETARY, FEDERATION OF IndIAN CHAMBERS 
OF Commerce and Industry, Delhi, No. 737, dated the 7th July 
1930. 

With reference to your letter No- 316, dated the 10th September 1929, 
I am directed to forward herewith a Memorancinm pub.mittrd ly the Indian. 
Chamber of Commerce in London for the information of your Committee. 


Copy* 

Great Britain^ 

The British Banking directly or indirectly developed and encouraged 
by the British Government has been instrumental in building up to a eonsi- 
dsrablo extent the present day British Business, Trade and Industries. The 
Bank of England is considered to be the custodian and guardian of the Nation’s 
credit, In order to extend the necessary help and assistance to the indigenous, 
industries in the present depressed condition the Bank of England has recently 
formulated two schemes known as (1 ) Seeuritics Management Trust, (2) United 
Dominions Trust. The first is established with an expert Board, with a view 
to formulate schemes for industrial reorganisation. And the other instituted 
to finance hire-purchase of necessary products. The Government have further 
showed their readiness to strengthen the Banking resources of the country by 
appointing a Committee to enquire into the various matters concerned with 
the same. 

In order to increase the foreign trade of the country, the British Govern- 
m3nt have adopted Export Credit scheme. The first Export Credit scheme 
which was in force from 1919 to 1921 provided for giving cash advances tO' 
traders who tvere unable to obtain the necessary Banking facilities. The 
scheme, as expected, resulted in losses, so the second scheme emerged in an 
improved form, 'bhe second scheme, which was in force from 1921 to 
June 1926, provided for guaranteeing Bills by endorsement. In 1926 a new 
scheme was formulated with a view to find out whether the eredit insurance 
could be introduced as a permanent feature of the export trade. 

Italy. 

It is understood that prior to 1920 there were no special legislations regu- 
lating Banking activities in Italy. A Boyal Decree Law w’as passed on the 
6th November 1926 which invested the Italian Minister of Finance with power 
to ask branches of foreign banks to make a deposit as a guarantee for the 
business transacted in the Italian Kingdom and Colonies. The foreign banks 
under this Decree must obtain licenses to trade. The Decree further provides 
that “The Authorities will be issued by Decree from the Ministry of the 
Treasury in agreement with the Ministers of Foreign Affairs and Industry,. 
Commerce and Labour whose decision is final. The concession or refusal of 
a license will be infl.uenced by the treatment which Italian Credit Institu- 
tions enjoy in the country of origin of the applicant. The concession may 
entail the acceptance of special conditions, disregard of which may cause the 
concession to be cancelled. ” 
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America. 

In most of the States in U. S. A,, there are special conditions required to 
be satisfied by foreign banks. A branch of foreign Bank desiring to establish 
in an Aroerican State, must as a rule obtain “ a Chamber as local Corporation 
if it wishes to exercise full Banking powers A Foreign Bank must “ either 
obtain license from the Superintendent of Banks or must incorporate local 
Bank with a Board of Directors, a majority of whom are American citizens. 
The license which is issued to moat of the foreign branches conveys only 
limited Banking powers and of course does not permit either to issue Notes 
or to receive deposits In view of such strict requirements, it is getting 
increasingly difficult now-a-days to obtain a local bank Charter. 

Canada. 

In Canada all possible facilities, Banking, financial, etc., arc given for the 
promotion of Canadian trade and particularly “ to assist the Canadian Ex- 
porter to procure markets abroad It is understood that there are various 
restrictions in Canada on foreign Banks and ns far as the knowledge of the 
Council goes, there are foreign Banking institutions in Canada, 

Australia. 

In Australia the entire Banking is practically conducted by the Common- 
wealth Bank, w’hich for all practical purposes is a Central Bank, It alsO’ 
conducts or rather transacts Savings Bank business. There ai’c other 20 Joint 
Stock Banks, out of which only 3 are foreign institniions. 

Japan. 

The way in which Japan has built up her industries and export trade 
during a very short period, proves beyond doubt the fact that the Government 
there are all attentive and ready to devise all possible ways and means to 
render necessary help and assistance in the direction. The Bank of Japan, 
tne Central Bank of the country, the Hypothetic Bank of Japan and the 
Industrial Bank of Japan and other Joint Stock Banking Corporations like 
the Yokohama Specie Bank, are great Banking institutions giving every 
possible financial and credit facilities for the furtherance of Japanese Trade, 
Commerce and Industry. A new Act was passed on March 29tb, 1 927, in place 
of the old one which came into operation on and after June 1st, 1928. The 
following are some of the important provisions of the same : — 

(1) The Minister is empow'ered to make necessary provisions respecting 
Banks with head, offices outside the area, desirous of doing Banking business 
within the area when the Act is in force. 

(2) The power of the M’nister of Finance respecting the cancellation of 
business licenses and the giving of various sanctions to Banks is greatly in- 
creased : and the penalties for illegal acts by Banks shall be made heavier. 


2 2 
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APPENDIX III. 

fiupplcmentory information furniBhed by witnesses — 

(1) Mr, S. N. Pochlrhonawala .... 

(2) Mr, A. D. Shroff 

(3) The Bombay Sharoholdors’ As.sociation • 

(4) Indian Chatnbor of Coramorco, Calcutta . 

(5) Tlio Excliango Banbs Association 

(6) Mr. B. Kamchandra Ran .... 

(7) ’Tlio Ahmeclabad Millownors’ Association . . 

(8) Dr. B. J, Thomas 

(9) Mr. !M. L. Tannan 

(10) The Millownor’s Association, Bombay . . 

(11) Tlio Indian Society of Accountants and Auditors 

(12) Tho Imperial Bank of India .... 

(13) Railway Board ..... 
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No. 1. 

Lktter from Mr. S. N. Pochkhanawala, Managing Director, the Central 
Bank of India, Limited, dated Bombay, the 10/11th March 1931. 

The cost of running an upcountry bfanch. depends entirely on its 
magnitude and the volume of business it puts through. A figure, there- 
fore, that would suffice in the ease of one branch may prove wholly inade- 
-quate in the case of a larger one. Thus, wffiile our Calcutta Branch, 
which is by far the largest of our upcountry branches, costs us over a 
lac every half-year, some of our smallest branches cost us not even 
Es. 10,000 and still find it difficult to make both ends meet. 


No. 2. 


Supphmentary informaiion furnished by Mu A. D. Shroff. 


ondhig. SpftaK Secured Loans. Unsecured Loan?. 



Ceylon 

Pearl 

Premier 

Ind. Bleaching • 
CuT-imbhoy 
Mathradas • 
Bradbury . 
Pabanoy 
Ka'stoo'’chand 
Fa^ulbhoy • 
•Crescent . , 
•Colaba • . • 

Khatau Mahanjo 
•Central India 
Swadeshi 
Ahmd. Advance 
Tata Mills . 
Bom. Dyeing 

■Century 
Sholapur . 

Morarji 

Laxmi 
Tishnu 
Mysore 
Ind. Cotton 


31-3-1(129 
31-3-1929 
31-12-1923 
31-12-1928 
i 31-3-1929 
31-3-1929 
31-3-1929 
31-3-1929 
31-3-1929 
31-3-1929 
31-3-1929 
31-12-1928 
30-0-1928 
30-0-1929 
31-12-1928 
30-0-1929 
31-12-1928 
31-12-1928 

31-12-1928 
' 31-3-1929 


i 31-12-1928 
I 31-12-1928 
j 28-2-1929 
: 30-9-1928 


12 lacs. 

19- 97 „ 

20 - 00 
12-00 
22-00 
22-00 
24-85 
20-00 ' 
09-76 
18-00 
16-00 
28-00 
30-00 
96-87 
20-00 
- 10-00 

14-98 

62-74 

18-50 

8-00 


30-6-1928 11-60 


16-00 

24-00 

12-44 

6-26 


5-25 Liquid 


10-61 

13-67 

10-16* 

19-00 

2-96 


39-48 (Sec.) 


6-71 

27-85 (Secu- 
rities) 

26-93 (Sec.) ( 

' I 

13-70 (Sec.) ^ 

12-76 ; 

21-97 . 

10-67 Liquid 
18-00 Liquid 
and 
Soerts. 


•73 

28*78 lace. 

6-16 


22-68 

7-82 

12- 79 
22-70 

38- 49 
42-22 
14-32 
24-27 
11-29 

11-26 

30 - 53 Banks 
103*26 others 
11*81 Imp. 
42-61 
6-77 
2-85 

39- 86 

13- 66 


247-36 


Total 


J 


• * 






Banks. 

' ' » • . ■ f ^ ( 

, . , • ■ 1 ■ ;> 

I’fiid-np 

Capital, 

Reserve. 

Not Profit. 

Porcentago 

of net 
• profit 

1 • , to 

j Capital. 

i 

Percentage' 

- ' of net 
Profit to 
Capital and. 

Reserve. 

' - . ) 

1 ' • . ' 

• ' i ' ’ 1 » ■ ’ > 

. Rs., ■. 

RS.; . . 

Rs. . 

t 

i . ■ ■ 

i ■ . 

Imperiai {SOth Juno 
1930). 

5,,02,50,000 

5,37,50,000' 

1,’0C,.57,00.0 

1 ; 

1 19*00 

1 ' i 

t 

i ’ 9* 7 ' 

1 . .r 

1 

1 

Conftral (3 1st Daeom- 
ber i929). 

1,68,13,200 

i 

i 

93,00,000 

13,48,400 

i 8-00 

-5*2- 

i ■ / 

Bafoda (31st Doeom- 
bor 1929). 

30,00,000 

23,50,000" 

3,94,698 

1 13a 

i 1 

i 

Punjab National 

(31st Dooember 

- 1929). 

, t 

•SR-tii.oo:? 

17,00,000 

2,97,407' 

' i 

1 ' 9.5 ' ■ 

1 

* 6-2: 

Union (31st Slavch 
193Q). 

39,9.'),000 • 

7,70,000 

, 2,34,712 1 

1 

i 

5 • 85 

4-9 

India (31st Docomber 
1929). 

1 ,00,00,000 ' 

) 

86 ,00,000 

18,72,322 1 

18*7 

JO 

Allnlmbacl (JiLst 

-Marnh 1930). 

•> f 

35,50,000 • 

44,50,000 

6,00,929 

' 16*95 

. 

t t * 


• . . For year ending 31st Dece.mbcr 1928. 


Bank. 

Paid-up 

Capital. 

i 

. 1 

Reserve, . [ Net profit. 

» , 

I 

Percentage 
of net 
profit 
to 

Capital. 

Percentage 
. of net 
profit - 
■ to 

Capital and’ 
Reserve. 


4- 


£ 



Cbnrtorecl . . 

3,000,000 

4,000,000 

661,598 

22 

9 - 5 : r 

Eastern . . . 

1,000,000 

450,000 

■ 

123,620 

■ 

12*3 

8*5- 

Mercantile j , 

1,050,000 

1,480,000 

257,458 

26 

10. 

Nationod. . _ . . 

2,000,000 

3,000,000 

611,132 

_ 

26 

10 ^ 

^ -.1 

P. and O . . 

, 2,594,160 

180,000 

106,917 

4*1 

3-9' 

(Ending 31st March 
-1929).— 

.’• 1-' 

l 






No. 3. 

Lettor prom the Bombay Shareholders’ Association, to the Secretary, 

Indian Central Banking Inquiry Committee, dated the Sth Novem- 
ber 1930. 

With reference to the previous correspondence, I beg to send you the 
following; — . 

(а) Extracts from the judgment of the Privy Council in the appeal 

of P. B. Shamdasani and others against Ihe Tata Indusirial 
Banlv reported in 30 Bombay Law Beporter page 1115 at 
p. 1126. 

(б) Pro forma form of balance shcel of banldng companies (as 

coiTPcted by the letter dated 6th November 1930). 


(aV EXTR.iCTS EROM THE JUDGMENT OP THE PrIVY COUNCIL IN THE APPRIL 

UF P.\B^ SiluidaS/Vni and other against the Tata Industrial Bank. 


vr 


u. 


JC. 




Per Lord Blanc shurgh. 

‘'Thero is, however, an objection to the appointment of the liquida- 
tors, more -serious than that taken bv the appellant. The resolution 
appointing them has already been set forth and it is, as will be seen, 
a resolution under whicli in terms they became merely ministerial officers 
required to have regard in the supervision of the directors of the two 
companies in discliarging their duties And in the present case two of 
the liquidators so appointed were removed from office by the Court 
(48 tiorri. 471, 485) for the reason that against the will of their co- 
liquidators and the Directors they desired to inspect the books and inquire 
into the transactions of the bank. Their Lordships think it right to 
say that a form of appointment which was relied upon even as partly 
instruction such a result is much to be deprecated. They hope that it 
has not been generally followed in India; and they think that the form* 
sh-ould never again be used. 

So great was the importance at one time attached in England to 
the consideration that arrangements of a company’s affairs should not 
when made effective preclude all proper inquiry into the past that the- 
Court, in cases whore its sanction to the arrangement was necessary, 
used to insist, as a condition of its sanction on the insertion in the scheme 
of provisions for meeting ihe expense of any such inquiry. That practice 
no longer obtains and where, as in a scheme like the present, the amal-' 
gamation becomes effective without judicial sanction, no opportunity of 
imposing any such condition is given to the coux’t. But the counterpart 
of that old practice, as applied to amalgamations like this is, that the 
court, when as in this ease, it has the opportunity of 'doing so, will 
always eause it to bo clearlv understood that a liquidator in a volunlarj’'. 
liquidation, which is an essential condition of such an amalgamation, 
must not by the resolution appointing him be restricted in the exercise 
of, <ljjl.^.t,atatutorj'„ duties. The resolution of appointment in the present 
case w'as highly objectionable.”,, 
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(b) 


, Limited, Balance sheet 

AS AT 19 . 


Capital and Liabilities. 


'Capital — 


Authorised capital shares of inipees 
Issued capital shares of rupees 
Subscribed capital shares of rupees 
mount called up at rupees per share 
Add forfeited shares (amount paid up on — 


each. 

each. 

each. 

less calls unpaid. 

shares now forfeited). 


(Note — Where shares are divided into different classes particulars in 
■detail of each class should be given. If on some of the shares part of 
the amount is called up, and others are issued as fully paid up to pro- 
moters or others for consideration other than .cash, the items must be 
classified and the fully paid up shares shown separately; Partly paid 
shares issued to promoters or others for consideration other than cash 
•should also be shown separately.) 


Reserve Fvnd — 

Balance as per last balance sheet 

Add amount transferred this year from profit and loss account or -from 
any- other account giving details. Deduct amount transfened this year 
to profit and loss account or any other account giving details. 


.Sinking Fvnd — 

(Note. — ^Balance as per last balance sheet and additions or deductions 

• during the year should be shown separately.) 

Contingency Fund — 

(Note. — Balance as per last balance sheet and additions or deductions 

• during the year should be shown separately.) 

Insurance Fund — 

(Note . — Balance as per last balance sheet and additions or deductions 
•during the year should be shown separately.) 

Investment Depreciation Reserve — 

(Note. — Balance as per last balance sheet and additions or deduc- 
tions during the year should be shown separately.) 

Bank’s business premises depreciation Reserve — 

(Note. — Balance as per last balance sheet and additions or 'deductibns 
'during the year should be shown separately.) 

■CtUer landed properties Depreciation Reserve — 

(Note. -^Balance as per last balance sheet and additioris or dedubtioop’ 
•during the year .should be shown separately.) ■ '••' ■' 
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provident Fvnd — 

Wofr. Bnlanec as per lust balance sheet and additions or deductions 
-during the year should be shown separately; again if any poidiion of the 
provident fund is invested in securities, the nature of the security and 
the mode of valuation should be clearly specified.) 

Pension- Fund-*- 

(Note. — Balance as per last balance sheet and additions dr deductions 
during the year should be shown separately.) 

Provision for bad and doubtful debts — 

(Note. — Balance as per last balance sheet and additions or deductions 
during the year should be shown separately.) 

Any other fund created or amounts set aside out of profit — 

(Note. — Balance as per last balance sheet and additions or deductions 
during the year should be shown separately.) 

Fixed Deposits — 

Cur:eni Account Deposits — 

(Note. — ^Amounts borrowed as fixed deposits, current account deposits, 
call or short notice deposits or otherwise from a bank of which this bank 
is the manager or vice versa should be separately disclosed as the case 
may be.) 

Savings Bank Deposits — 

Loan on mortgage or mortgage debenture Bonds — 

Loans othenoiso secured. — (Stating the nature of the different- kinds 
of securities pledged.) 

Loans unsecured — 

Interest — 

(Note. — Interest accrued on mortgage debenture or other secured loans 
lo be shown separately under each head.) 

Debts due to banks agents and correspondents secured by Bills and 
investment as per contra — 

Other debts due by the Bank — 

Rebate on Bills discounted not due — 

Acceptances for customers as per contra — 

Bills payable, such as drafts on Indian and Foreign Bankers 

Bills for collection. — (Bills receivable as per contra). 
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Unclahned dividends — 

Profit ^nd Loss Account — ^ , , 

,v.' ,Bn,lance as per last balance sheet. . . 

'Less 'appropriation thereof. 

Balance brought forward. 

Profit since last balance sheet. 

Contingent liabilities — 

Claims against the bank not acknowledged as debts. 

(particulars to be specified.) 

‘''k'ldneyfe for' which the bank is cojitingcnll} liable. 

(particulars regarding the nature of liabilities to be specified.) 

..ic iArrears of cumulative preference dividend. 


Cash — 


PTopcTty nnd Assets. 


pGash in hand. • ... 

Cn'sh in' current account distinguishing between that with' joint etocic 
banks and that wdth others. . • • 

(Note. — Amounts in current account witli a bank of Wvhich this bank 
is the manager or vice versa should be separately .disclosed as the .cose 
may be.) ■ . .• 

Bullion on hand. — (at cost or muntet value whichever is lovv’er' specifying 
•parti'cu'lars 'as' to the nature of the metal.) • ■ ■ . " 

Money at call and short notice — 


Fixed Deposits — ’ • ' • 

(Note. — Call and short notice or fixed deposits with a bank of which 
thiSjbpnk is the manager or vice versa should be separately disclosed as 
the case'fiaay be.) 


Investments — 

1. Government loans bonds and other giltedged securities valued at 

cost or market price whichever is lower. ■, . ' • ' 

2. Sterling loans. Bonds and other giltedged securities -valued at cost 

or market price whichever is lower specifying the rale of exchange adopted 
in calculation. .... ... 


3. Loans bonds and other securities of municipalities, improvement and 
Port Trusts and other public bodies in India valued- at cost'-or- market 
price whichever is lower. 

4. Sterling loans bonds and other 'securities of muhiciphlitiAs'; "Port 
Trust and other public bodies yaluedyUt cost .or. ..rnarket prige ..whichever.. i»- 
lower, specifying the rate of exc*hange adopted 'ih calculation. ’ ' ' 
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5. Shares or stocli of public companies valued at cost or maiiet price 
■whichever is lower specifying names of companies, the class of shares or 
stock, e.g., ordinary, preferred, etc., etc., and the amounts invested ‘in 
'them. 

6. Shares or stock of private companies valued at cost or market price 
whichever is lower specifying names of companies the class of 'sfaares or 
stock, e.p., ordinary, preferred, etc., etc., and the amounts invested in 
them respectively. 

' 7; Shares stock and bonds of railway companies dividend or . interest 

on -which is guaranteed by Government valued at cost or marlret pnce 
whichever is lower specifying nam6s of companies invested in them 
Tespectively. ’ , ’ 

' 8. ' Debentures of joint stock companies or of public bodies valued at 
•cost or market price whichever is lower specifying names of companies 
^nd amounts invested in them respectively. 

9. Any other investment not covered by the* foregoing' valued' at cost 
•or market price whichever is lower specifying particulars in detail. 

10. Immoyable property other than bank’s own business prefnises 
•(showing cost and depreciation at the beginning of the year and additions 
and depreciation provided during the year.) 

Interest Dividends, rents or other income accrued on investments — 

■Gash credit and demand advances — 

» ' |V , 

Loans — ^ 

■Bills discounted and purchased — 

Particulars required by law. 

•1. Debts considered good and in respect of which the banjo is full}’ 
•secured. 

(0) Loans against rupee or sterling securities. 

{h) Loans against rupee or sterling trustee securities and securities 
' ■ of local bodies or authorities. 

(c) Loans against securities of foreign Government, (stating the 

name of the Government and the nature of the security.) 

(d) Loans against debentures of public companies. 

(e) Loans against shares of public companies. 

(/) Loans against stock in trade or other movable property 
specifying the nature of such property. 

(g) Loans against immovable property (if outside India should be 
specified.) ■ ■ , , 

The " aforesaid debts amounting to rupees include: — 

(1) Debts (fully secured). amounting to Bs. . due by public limited 

companies with which one or more Directors of the bank are 
' ' ’ connected either as managing agents or 'as raanaging. Directors 
’’ ' . or are otherwise dirbctly' or indirectly ■ interested in the re- 

muneration payable to the managing agents or managing 
Directors of such companies. 
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(2) Debts (fully secured) amounting to Es.. due by private- 

limited dompanies with whicli one or more Directors of the^ 
Bank are connected either as managing agents or members- 
or Directors or managers or are otherwise directly or indirectly 
interested m the profits or income thereof. , ' ‘ 

(3) Debts (fully secured) amounting to Es. due by firms or , 

partnerships in respect of which a Director, of the Bank is 
liable either as partner or guarantor. . , 

, (4) Debts (fully secured) amounting to Es. due by limited com- 
panies guaranteed by private limited companies with which 
one or more Directors of the Bank are connected as managing^ 
agents or members or Directors or managers or iri whose 
profits or income they are otherwise directly or indirectly 
interested.”. 

(Note .: — Securities for debts amounting to are in dispute.). 

2. Debts considered good secured by the personal liability of one or- 
more parties in addition to the personal security of the debtor. This- 
amount includes: — 

(a) Debts (considered good) amounting to Es. due on bills dis- 

counted and purchased. ' 

(b) Debts (considered good) amounting to Es. due on joint and 

several pronotes. 

(c) Debts (considered good) amounting to Es. due on over- 
drafts. 

' (d) Debts (considered good) amounting to Es. due by publio 
limited companies and guaranteed by one or more Directors 
of the Bank severally or jointly w'ith other persons the said 
Directors being connected either as mahagng agents or 
managing Directors or are otherwise directly or indirectly 
interested in the rumrmeration payble to the managing agents- 
or managing Directors of such companies. 

(e) Debts (considered good) amounting to Es. due by private 

limited companies guaranteed by one or more Directors of the ' 
bank severally or jointly with other persons the said Directors 
- being connected either as- managing agents or members or 
Directors or managers or are otherwise directly or indirectly * 
, interested in the profits or income thereof. 

(/) Debts (considered good) amoxmting to Es. due by firms or 
partnerships guaranteed by one or more Directors of the Bank 
severally or jointly with other persons the said' Directors 
being connected either: as partners or guarantors. 

(^)i Debts (considered good) due by individuals guaranteed by one- 
or more Directors of th© Bank, severally or jointly with other 
persons.-. . ■ . 
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(h) Debts (considered good) amounting to Ks. due by public - 

limited companies guaranteed by private limited companies 
with which one or more Directors of the Bank are connected 
as managing agents or members or Directors or Managers 
or in whose profits or income they are otherwise directly or- 
indirectly interested. 

(Note . — ^Debts amounting to Es. are in dispute.) 

3. Debts (considered good) for which the Bank holds no security 
other than the debtors personal security. 

4. Debts due by Directors of the bank personally : — 

(a) Debts considered good and fully secured. 

(b) Debts considered good. 

(c) Debts considered doubtful. 

(d) Debts considered bad. 


{Note . — Particulars of amounts repaid during the year should be* 
specified.) 

5. .Debts due or guaranteed by auditors of the bank or by any person 
being a partner iu the auditors’ firm personally or jointly with other- 
persons either with or without security: — 

(a) Debts con.sidered good and fully secured. 

('6), Debts censidered good. 

(c) Debts considered doubtful, 

(d) Debts considered bad. 


{Note . — ^Particulars of amounts repaid during the year should be- 
specified.) 

6. Debts due or guaranteed by officers of the bank other than Directors 
and auditors personally or jointly with other persons either with or without 
security. 

{a): Debts considered good ■ and fully secured. 

(b) Debts considered good. 

(c) Debts considered doubtful.- 

(d) Debts considered bad. - . 

{Note . — ^Particulars of 'amounts repaid during the year should be 
specified.) - 
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7. Debts considered doubtful. 

8. Debts considered bad 

Fixed Assets — 

Banks business premises at cost. 

Additions made this year. 

JjPss — amount -nTritten off during previous years. 

Amount vTitteu off during the year. 

(Note . — ^If premises are held at different centres each case to,- De dealt 
witli separately as above.) 

Office furniture and fittings. 

Balance as per last balance-sheet. 

Additions during the year. 

Less amount written off previously. 

Amount written off during the year. 

'Customers /or acceptances as per contra—- 

‘Bills receivable — 

Stamps, stationery, etc . — 

Goodwill, preliminary expenses, expenses on issue of debentures under- 
writing Commission, brokerage, etc., to be shown separately so far as not 
written off, giving particulars in detail as to the original amounts the 
additions made those written off during previous years and those if any, 
wTitten off during this year. 

Note — 

(1) In the opinion of the Committee of the Bombay Shareholders’ 

Association loans to Directors or their firms or companies of 
. which they are managing agents or managing Directors, etc., 

etc., or to auditors or other officers should be prohibited. 
These items have however been dealt with in the form of 
balance sheet in order to show the manner in which such 
loans should be disclosed in case the Central Banking Com- 
mittee differs from our view. 

(2) In the opinion of the Committee of the Bombay Shareholders’ 

.Association, the practice of one bank acting as the managing 
agent or manager of another bank is undesirable. In view 
of the fact that this practice exists in Bombay it is necessary 
that loans of all kinds from. the managing bank to the bank 
managed and vice versa should be separately disclosed as 
suggested in the forms of balance-sheet. 
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(3) The Committee of the; Bombay Shareholders’ Association' have 
expressed the views in para. 26 of their Meinorandum with 
, regard to investments in shares and' d'ebentures of joint stock 
companies; subject, tc^ these views the Committee suggest 
that particulars in details of investment in shares and deben- 
tures of joint stock companies- are neeessa:^ to enable the 
' shareholders to judge how fundtJ of a banking' company' aire 
invested in other joint stock companies. Bor the sake of 
convenience' these particulars instead of being set out in the 
body of the balance-sheet may be attached to -it if so desired. 


Jv J. KAPABIA,: 

. Honorary Secretary. 

The 6th "Hovember 1930. . . 


NOTES. 


(Furnished by the Bombay Shareholders’ Association.); 



Ee: — The Karachi- BanU Limited (in liquidation), 

t • 

Notes.. 


Eegistered' in 1910 
Authorised Capital 
Issued; Capital^ 
Subscribed Capital 
Paid up Capital 


Rs. 

P, 00, 000 

5.00. 000'' 

5.00. 000' 

2,50,000 in 6,000 
shares of 
Bs. 60. 


Head' Office ; — ^Karachi. 
Branches:— 

Bombay. 

Hyderabad (Sind). 
Larkhana. 


Dividend distributions: — 


For the , year > 1922 


. a 

ff' 99 

99 • 99 

‘.99 ■ ■ 99 ] _ 

99 99. 

VoL. H' 


99- 


1923^ 


99 
‘ 99 
. 99 


1924- 

1925 

1926 


■1927' 



Bs. 

25,000 atlO per cent 
25,000 ,, ,, ,, „ 

25.000 ,, ,, ,, ,, 

20.000 „ 8 per cent. 

20,000 ,, ,, it a 

'■ im:'' 

3 a 
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Payment suspended : — 6th. March 1929. 1 

Voluntary liquidation resolved upon: — 30th March 1929. 

Compulsory liquidation ordered: — 13th May 1929. 

Particulars of Directors at the date of suspension of business, date of 
appointment and shareholding. . 

Name. Date of appointment. {Shareholding. 


1. Shewaram Dewaumal 

. 8th May 1913, appointed 
Mannging Director 29th 
November 1919, 

100 

2. Sohrab K. H. Katrok 

. 23rd July 1924 

20 

3. Lokamal Chellaram 

. 20th September 1921 , 

30 

4. M. Misquita 

. 23rd March 1919 , , 

30 

5. M. C. Castellino 

. 8th May 1915 

20 

6. Shivrattan Mohafcta . 

. I7th November 1923 

20 

7. Dr. S. B. Fanseca . 

. 30th March 1918 

26 


Mr. A. E. Vaz, was manager at Karachi since 1912. 

The Auditors were: — 

(1) Mr. P. F. Menezes appointed in 1911. 

(2) !Mr. B. B. Master, F.C.E.A., L.A.A., 1915. 

Messrs. C. G. Lobo, Dharamdas Thawerdas and Fatechand Asudamal 
were appointed official liquidators; their investigation report is dated 26th 
April 1930. Before making their report the Liquidators asked Messrs. 
Ferguson & Co., to examine the books and their report is attached. 

I , 

The following passages at page 8 of the liquidators' report briefly 
summarise the position; — 

“From the above, it will be found that the bank was not making 
any real profits at least in the years 1924, 1925, 1926, and 
1927. The profits were shown by crediting unrealized and 
unrealisable interest to profit Account, by appreciating the 
value of immovable properties, and transferring appreciation 
in Government securities to profit account and under-esti- 
mating bad or doubtful debts and showing bad debts as good 
debts. Sufficient provision was not made for bad or doubt- 
ful debts. Bad debts were not wiped off in reasonable time 
but were shown as bad or doubtful assets. The Articles 
provide for bad or doubtful debts account but this had not 
been maintained except in respect of small amounts dis- 
allowed by courts or in arbitration proceedings. Sufficient 
provision was not made even in Interest Adjustment Account 
for bad or doubtful interest. XJpto 1925 the ’and and build- 
ings were shown at cost price in the books though in the 
. balance-sheets they were described at book value or at market 
value. In 1926, they were shown at book value though it 
was not the cost price; in 1927 they were shown at market 
value after appreciating some and depreciating others. These 
properties had never been sold and profits thereon realised." 



‘Such pi'operties should have been shown in balance-sheets at cost 
or market price whichever was the' lower of the two. Glassi- 
fication of values of properties as Book value is not provided 
for by the,!^dian Companies Act Borm B.- BiSerent stand- 
ards of book value -are shown in the Balance-sheets in res- 
pect of land . and briildings and furniture and -fittings. In 
case of the latter, value is shown less depreciation written 
off every year. No such depreciation is shown under land 
and buildings. The unrealised interest should not have 
been carried to profit, in any case in 1926 and 1927 as it was 
not expected to be realised. .This was done in spite of the 
protests of the Auditors and the Manager.” 


?‘The appreciation in Government securities should not have been 
carried to profit and divided as they were not sold. This 
should have been kept in reserve to meet depreciation as 
. they were subject to fluctuations. The Official Liquidators 
have lost a gi'eat deal on sale of these securities. Before 
1924, though there was appreciation it was never carried to 
profit. The securities were shown at cost.” 


The liquidators have held that fraud was committed by the Directors, 
the Manager and the Auditors in relation to the conduct and management 
of the bank and asked for their public examination under section 196 (page 
14 of the report). , . 

Accordingly the Judicial Commissioner, Sind, held the examinations. 

1. The Directors were guilty of negligence in that — • 

(а) They invested large amounts in immovable properties and lent 

on mortgages of immovable properties without proper safe- 
guards in a falling and depreciated land market. (P-age 2). 

(б) They made advances and loans and gave over-drafts to parties 

wdthout taking the ordinary precaution. Large amounts 
were advanced on insufficient securities and valuations and 
the prices prevailing during the boom period., -No inde- 
pendent inquiries were made about the market value of the 
securities offered or the position of the debtors or their sure- 
ties. The' applicants and their' sureties were never required 
to give a statement in writing about their position and pro- 
perties. No valuer or actuary was employed, no confidential 
I'eports about the means, standing and credit of the appli- 
cants and sureties were invited. (Page 2). 

{c) They advanced or renewed loans on security of immovable pro- 
perties on the basis of the values of the boom period. No 
sufficient margin was kept. All this was done inspite of 
the fact that the directors knew that land values were de- 
clining. -The auditors knew this and they drew the Direc- 
- tors attention to it. (Page 2). 

{d) They failed to collect outstandings when there was a run con- 
sequent upon the failures of several firms in June and August 
t . . .1927. .' Instead they resolved to obtain a loan from the 

: Imperial Bank, ' 
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(e) They failed to takp substantial securities from the employees 
and acted contrary to the Boards’ resolution of 9th Sep- 
tember 1920, and) 4th August 1922. (Page 3). 

(/), They failed to write-off certain debts as recommended by the 
sub-committee appointed in 1923. (Page 3.) 

{g) They allowed debts to be time barred (see page 8 of the 
report). 


(h) They advanced on, the security of immoyable properties when 

the mortgages had no title. (Pages 9 and 10 of the report.) 

(i) , They failed to .take timely legal proceedings to recover certain 

debts with the result that third parties came in to the bank’s 
prejudice. (Page 11). 

(j) They failed to put in the bank’s claims against the estate of in- 
i' solvent debtors. (Page 12). 

(/{) They did not exercise the bank’s lien on the shares of its 
debtors. (Page 12). 

2. Liquidators’ report refers to the following mal-practices : — 

(A) Interest was debited to dormant accounts and credited to 'profit 
account ; in 'many cases it went to swell profits and was used 
in paying dividend. i 

The balance-sheets of 1924, 1925, 1926 and 1927 are discussed^ and 
it is found that the following amounts were debited as interest during the- 
said) years: — 

Rs. AS. P. 


60,343 12 3 
60,0,30 6 5 
32,94i 6 7 
41,643 3 8 


in 1924 (pogeg 4 and 21). 
in 1926, (pages 6 and 21). 
in 1926 (pages 6 and 21). 
in 1927 (pages 7 and 21). 


Total . 1,84,861 12 11 

' t • 


In their letter to the liquidators dated 31at July 1929, Messrs. A. F. 
Ferguson and Co., observe as follows: (Page 19). 

"During the four yejars ended 31st December 1927 interest amounting 
to \ approximately Rs. 1,80,000 has been debited to these doubtful 
accounts.’’ 

"It appears that the balance-sheet for 1927 showed a profit of 
Bs. 15,608-14-9 but this profit was arrived at after crediting Bs. 41,543-3-8 
being interest On bad and doubtful debts. Commenting on this Messrs. 
Ferguson and Co. observe "This of course is entirely wrong since if 
the principal is irrecoverable the interest is equally so, and as such can- 
not be reckoned as income’’. (Page 18). 

The auditors had also warned the directors against this practice as 
will be seen from the following exti-acts in their letters, but strangely 
enough they gave clean certificates and did not even draw the share- 
holders’ attention : 

"It is in the interest of Directors, too, not to allow this item {i.c., 
accrued interest) to be shown, specially in those cases where the present 
value of the securities held against same is not sufficient to cover both 
principal and interest". (See page 4). 


\ 



■"la my opinioa it is’ but right that you |)lease do nd't s^io^ as pk>^t, 
interest due in the case of those persons whose securities will never 'xn 
the present circumstances enable to obtain more than the amount advanc- 
•ed to them”. (Page 4). ' ' 


(B) The value of Government Securities was appreciated' apd such 
appfeciation was transferred to profit account. 

(I) In 1924 the Government securities , were appreciated by 
Its. 38,041-12-6 whicli was carried to profit. (Page ^). 

' (II) In 1925 Government paper was again appreciated by Es, 87,960 
•out of which Es. 19,960 was taken to profit. 

^ Eeferring to this appreciation Messrs. P’urguson and Co. observe (seb 
page 19) “We enclose a statement (B) showing the various adjustlhents 
made to the differeht Profit and Loss accoUnt for the 5 years ended 31st 
December 1928 from which it will be apparent that no teal tradmlg pro- 
fit was ever made during the years 1924, 1926, 1926 afid a^xaft altdgethei- 
from the question of prdviding fot bad and doubtful debts, it was ohly b^ 
taking in the appreciation of Government securities that the bank was able 
So sho%f a profit in these yeats”. 


(C) The value 6/ immoh'dblc pfoperlics tdas appreciaiod, manipulated 
and tahen to profit. 

It appears from pdge six of the report that the property of hir. D'sa 
-a debtor of the bank who was related to two of the Directors were bought 
hy the bank at open auction for Es. 50,750 in 1926. This was appre- 
ciated to Es. 80,000. 

The liquidators observe “the properties of the bank were shown at the 
hook value of Es. 2,21,134-5-10. Only one property was appreciated, 
aU the others were shown at their cost price. There was really no pro- 
fit at all this year (1926). If only the appreciation of Government paper 
amounting to Es. 87,960 and the difference of Es, 29,25b on the pro- 
perty of Mr. D’sa had hot been taken to profit the result would have been 
a considerable loss”. The liquidators further observe that the director 
made a gift of Es. 29,2b0 to Mr. D'sa. (Eage 6). 

^hey further observe that it was strange that when the land market 
■was Ibw, the Directors should have written up the property and in this 
connection refer to the manager’s admission that as a banker he thought 
that the property should not have been appreciated. (See page 6). 

The liquidators further observe that “the value of the bank’s properties 
in this (1926) year’s balance-sheet is shoAvn as "book value”. This appre- 
ciation of Mr. D’sa’s property could thus not be known to the outside 
world”. , . , ' 

• 'Eor the pui-pose of the balapce--sheet for. 1927, they were shown, .at 
market ■v'alue Es-. 3,04,000.. The properties were, revalued- and were- ap^rfe- 
ciated and .depreciated., .. -.Theinett. appreciation' ofi Es.- 2,730-12;0' Wias 
dbhen credited to itfie. profit and. loss accountb.. ItjisitQ-.be.-noted^thatiiMr. 
D ’sa’s' property -whi eh was appreciated for!.thd.»purpose,dfLthfe 1926 /balance- 
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sheet was revalued in 1927 and brought down to Ks, 70,000 (see pages 18, 
23, and 7), ' ; 

(D) Bad debts were underestimated and shown as good debts. 


At page 4 the liquidators observe : — 

In this year . (1924) credit has been taken for Bs. 60,343-12-3 as ac- 
crued interest on dormant accounts, though it had not been paid and 
though interest on the same accounts for 1922 and 1923 amounting to 
about Es. 1,10,000 had also not been paid; but put of. this a sum of' 
Es. 40,678-12-1 was carried to interest adjustment account bearing that ^ 
account to Bs. 50,000 as a provision for bad and doubtful interest in sub- 
pense, though the bad and doubtful debts including interest for the last 
3 years were estimated at Bs. 26,231-11-6 still a provision of Bs, 50,000 
was made for interest alone. This would indicate that the bad or doubt- 
ful debts were very much underestimated (several bad debts were shown 
as good) in the report of the sub-committee made' in 1923 the amount of 
Bs. 23,987-11-0 due by Haji Dossal and Ishverdas was considered doubt* 
ful still if was not shown as such in the balance sheets * * 

Messrs. Ferguson and Co. estimated that in 1924 the bad and doubt-:, 
ful debts amounted to Bs. 3,62,000 (see page 16). They further pointed 
out that the total reserves in 1924 were Bs. 2,37,978-2-10; they observe 
that the bank was insolvent in 1924 (see page 16 and see also statement 
6 annexed to the report). 


Discussing the balance sheet for 1927 the liquidators observe at .page 
7;— 


“It would appear that the bad or doubtful debts were underesti- 
mated at Bs. 2,92,382-5-0 as within about eight months there- 
after they have been estimated ' at Bs. 5,09,917-10-0 in a 
tentative balance sheet prepared for the Directors by the 
Manager. In case of most of the debtors, only small por- 
tions of the debts have been assessed as bad or: doubtful.- 
The total amount due by these directors on 31st Decem- 
ber 1927 as shown in statement A of Messrs. Ferguson and 
Co., is Bs. 7,06,962-5-0 out of which only Es. 2,92,382-5-0 
has been assessed as bad or doubtful, the rest is shown as 
good. Though these are called bad, or doubtful and shown 
as. assets they should in our opinion have been wiped ofi 
, entirely.'’, ’ . , 


In connection with this, point, the cases of , various constituents set out 
at pages 9, 10 and 11 of the report will be found instructive. 

It may also be observed that the extract from the auditors letters ,to 
which references have already been made would seem to indicate that 
debts were shown as good or secured, whereas, they were not ; at’ page 4 of 
the 'report it'.' is stateii, “t'hat'pf Es! 26,231-11-6 as bad or 'dPubtfhl. ' They 
pointed' but. ,'^eVetal' debts audit^^^ objected to the classification. '__pf wli'ich 
'n'pl. recoveries" had ' been \mad'e'.' and' tbht ' the valud of the^j sectintiet 
not' ttWncipnt- tbjpay''the :prmcipni'ahd.infere's^^^^ . V ’ "r '.. V/t- 



(E) The. debts due by the Managing Director and another Director 
were not separately shown -. — 

(i) It appears that . the Managing Director was jointly liable in 

1924 in respect of the following loans, (See page 6). 

Rs. AS. P. 

1. Sind furniture mart . . . . 16,26110 7 

2. Horchondrai Tahilram . . . 69,863 H 6 

3. Reliance Motor Car Co, . . . 3,603 6 2 

(ii) In the balance sheet for 1925 the Managing Director’s lia- 

bility in respect of the following loans was not ; separately 
shown. , (Page 5). 

Rs. AS, P. 

1. Sind Pumiture mart . . . 18,278 3 11 ' 

2. Reliance Motor Co. , . . 4,196 6 0 

(iii) In the balance sheet for 1926 the following debts due by . the- 

directors jointly with others were not shown as such:~ 
(Page 6). , 

. ' Rs. AS. P-, , 

1. Sind Furniture mart . . . 30,779 2 1 

2. Harchandrai Tahilram ... 18,600 0 8 

3. Reliance Motor Car Co. . . . 4,860 9 6 


It appears that on 15th June 1928 a director wrote that all debts dus 
by Directors should be realised immediately. But no action was taken. 
The debts due by Mr, Lokamal and R. B. Shewaram were not realised. 

On the contrary a fresh advance was given to the Sind Eumiture Mart, 
in which the Managing Director was a partner or interested with his 
brothers. (Page 3). ‘ 

(F) The Directors did not close the banh although they Jenew it was 
in a hopeless state as' shown' by the report of Mr. Jamshed 
■N. B. Mehta. 


It appears that in September 1927, the Directors appointed Mr. 
Jamshed N. R, Mehta to value the assets and report on the position and 
ailairs of jibe bank. This was done with a view to obtaining a loan frorn 
the Imperial Bank. On 15th October 1927, Mr, Jamshed made his re-, 
port in which he estimated the total loss of Rs. 2,72,000 out of the 
capital after wiping off all reserve fund and interest adjustment accoimt. 
The Managing Director and Mr. Vaz the Manager have admitted in their 
evidence that if the figures of Mr, Jamshed were accepted the bank would 
not be considered solvent. The Manager further stated that he agreed 
with Mr. Jamshed’s figure. (Page 2). 

Mr. Jamshed’s report was not placed before the shareholders; instead 
of closing the bank, the directors disagreed with Mr. Jamshod’s figures 
(page 3) and later borrowed loans on the security of the banks assets. 


) The balance sheets were erroneous., and misleading, profits were 
sfibwri ' wMh‘ tliefe Were losses.' ''- ,(Se'e page' 8 an^ 'Eer^son’s 
■'inpoft). 

The statemehi in Form G exhibited dn th'e^ premises W'ds 
'false and misleading. (Page 12). ’ ; 



Ee . — The Indian Specie Bank. 

Liquidator’s Report. 

Note. 


Eegistered 

7th November 1906. 

Authorised capital. 

Two crores, ! 

Subscribed capital 

■ IJ crores. 

!Paid up Capital. . , 

75 lacs. 


Shares were of 100 rupees each and Es 50 were paid; 

Mr, Chunilal D. .Saraiya was the Managing Director; he died under; 
dramatic circumstances on 28th November 1923. Sir Vithaldas D.- 
Thackersay was the Chairman. Mr. J. Sanders Slater was appointed 
-official liquidator,; he was assisted by Mr. Bhaisankar Nanabhai, Solicitor. 

The liquidators’ report shows that the liabilities exceeded the assets 
thy no less than Es. 79,45,665-15-0 (para. 1). 

In para. 2 of their report the liquidator ascribes the ruin of the bank 
"to wild gambling, unchecked and uncontrolled and sustained by deception 
.^and fraud. 

In para. 6 the liquidator states’ that for the first two years the bank 
■worked )Oh sound lines but thereafter with the increase in its business and 
"credit, the management .grew slack and the Managing Director .was prac- 
tically left without any check or .control. 

El para. 7 the immediate .cause of the bank’s failure is .stated -’to be 
stoppage of the Peoples’ and ‘Credit banks. 

In para. 8 the proximate cause of the ruin is stated to be frenzied spe-- 
culation and imprudent and reckless loans. It .is stated that by the end 
of 1911 the whole of the bankls .capital and the whole of 'its so called: re^ 
serve fund were swept away. It is further stated that although in the 
years 1909, ,1910 and 1911 there were ‘heavy silver losses the directors plac- 
ed before the .shareholders rosy accounts of the bank’s working. 

In para. 9 the .principal items of the bank’s losses are .summarised tj they 
are — 


1. Silver speculation 

2. Advance on pearls 

3. Shares and Budli operations . 

4. Imprudent loans 


Bs. ,AS. :P. 

141 , 41 , 894 -10 -6 
.'36,434»5 ,2 0 
;14,3Ij666 .4 ,0 • 
'6,48,237 0 .0 


In -para. 10 .silver transactions are -discussed at length and the .methods 
of keeping .accounts and reversing entries are .also discussed. The follow-, 
ing passage, may be noted : — , 

‘Tn order to hoodwink the auditors and to conceal the real state of 
afifiirs the plea -was - adopted of '.debiting,., certain -.sums vto '.diffei^Snti persons 
and crediting, the: same to silver budli account;- and of -reversing the entrieg 
as .soon as it was possible to do -so,” . .(•.i -i,-; -.! 

c- '-'In" para: ‘\12 ; the ' advances -bn? the pearls !v,are. 'discussed^ iSipointed 
out that the bank advanced(E4 lads ; on thfe.rfsecurity.r.jof . pearls which at 
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the best of times could not have been worth more than '30 lacs and ^hibh 
were not expected < to vrealise- more than 28 lacs. 

iln para. 13, the share budh operations are discussed. ’ 

In para. 14, six instances of reckless losses in addition to- loans on 
pearls are given. 

In, para. 15 it is .also pointed out that the bank speculated in its own 
shares and sustained loss of Es. 1^30,000. 

Paras. ;16, 17, and 18 again refer to silver losses and the Chairman’s 
utterances at the Annual General Meetings giving glowing accounts of the 
bank’s business. The following statement in (para. 18 is . rather remark- 
able: — 

1 

'^‘•Not'only was the 'fact of this enormous loss studiously Concealed 
'from the shareholders and the public, but the amount was 
ahown as part 6f secured ‘loan”. This statement is repeated 
'at 'the end of paragraph 25 as follows. "Nay more, 'the 
losses in silver were deliberdtely represehted as "securdd 
loans”. 

^In rpara. ^26 the liquidator 'discussing the Directors’ liability observes 
** fThe bank’s huge operations in ‘silver '-whether on its own 

'account or 'On joint account vdth outside speculators 'were studiously 'and 
consistently concealed from the shareholders ahd' the 'public, that gigantic 
losses incurred, in ithese- operation 'Were' not only concealed 'but 'the ’moneys 
involved were represenie'd -'as parfof 'seonrod loUn,<'tmd that -these things 
were done all the time that the Directors were examining the ibank’s books 
and .certifyng to the correctness of the accounts and assuring the share- 
holders of the Lank’s 'funds being 'legitimately employed in safe inrest- 
ments”. 


.(iii) 

Ee. — rke ECnfc o,/ 'Burma 'LimittU. 
Note. . 


'This note is prepared from the liquidators’ report. 

,1. The .bank suspended .business on 14 November 1911. 

2. 'It was ‘incorporated -on 16 November 1904; the -nominal eapital'Was 
Es. il'O dakhs- divided into ten thousand -shares of Es. -100 each; the Capital 
was subsequently increased; at the date of suspension of business the Paid 
fu{) capital was Es. 17,62,500 (page I'of the -report). 

3. 'The 'first directors were Mr. S. A. Mower and IVfr.' G. S. Cliffo'rft 
p'dtfcncrs in the firm df Messrs. Mower and' Co. ‘ They continued to hold, 
'their oE&Ce td'the date of liqilidatioh (page '1 of 'the report). 

,\,,4.^ The liquidators Kaye\ found ’itat -tte Directors’ reports, accompanying 
^6 balance, sheets were piisieadmg knd untrue. They 'have examined ih 
;det'ail ihe Directors reports 'from T9'07 to 1911. to' substantiate their -'finding. 
(With regarcijto.ttie Eeport and balance. shee.t 'at 31st December l'90&,.t'h'e 
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liquidators observe that “no mention has been made of ’the security for 
advances which amounted to its. .91,9,4,149“. (page 3). . : ' 

With regard to the balance sheet at 30th June 1911 the liquidators have 
referred to a letter witten by the' auditors to the Directors dated 1st 
August 1911 expressing the opinion that som© of the securities against 
loans were not easily realisable and advising them that the interest on 
most of the unsecured loans should be credited to the interest suspenso 
account or not at all. Some provision was made for contingencies as 
suggested by the auditors but the some the liquidators aver, was inade'- 
quate. , (Page 3). ■ • 

In respect of this balance sheet, the following passages at page 5 of 
the report will be found illuminating: — 

“The Bank’s Profit and Loss Account and Balance sheet at the 
30th June last were, as already stated, in ,our opinion incorrect and the 
Board knew or ought to have known that they did not disclose the true 
position. How could the Es. 6,36,280-6-7 which represents a shortage m 
the value of securities, be included in the balance sheet as "debts consi- 
dered good for which the Banh holds no formal security, being temporary 
overdrafts”? In many instances it was obvious that this shortage was, 
unless the markets recovered, absolutely bad. It was not an asse't 
of the bank, and provision should have been made for the shortage out 
of revenue. No reference was made to this in the report. The only ^e■^ 
ference to investments is the statement. ' 

“The Bank’s investments in the 3J per cent. Government paper 
have been increased by Es. 50,000 to Es, 15,68,000. 

The dividend paid was unquestionably paid out of the capital and not 
out of the profits, and when we say capital we mean out of the depositors' 
money. The profit and loss account on 31st December 1910 stated what 
the income was after ‘providing for contingencies’. These last three 
words were left out in the profit and loss account at 30th June 1911. A 
certain inadequate sum was provided for contingencies’ but was not dis- 
closed in the accounts. It would not surprise us if the examination of the 
value of securities for some years Previous to 30th June last were to dis- 
close that insufficient provision was made for the depreciation of securities. 
The reply might be that there were no market quotations, and that, in 
the management’s opinion, the securities wer© worth the amounts advanc- 
ed upon them. We can only say that in our experience no bank, wish- 
ing to carry on a sound business, would advance money on such securities 
as was the custom of the bank of Burma. The attitude adopted at 30th 
June is clearly indicated, namely that all concerned in the Bank gam- 
bled on a rise in the market. It wag recognised that the position was 
critical but as it was obvious that if the account's ' even hinted at any in- 
security a run was inevitable it was thought better to state everything on 
this One chance. ' 

Upon reference to the report of the examination of the Directors by the 
Liquidators it will be seen that in their answer to the question about tbe 
Securities lodged it was stated that the securities such as the Irrawaddy 
Petroleum Syndicate and the .Moolla- Oik Company were collateral 'Secu- 
rities. Bor the .purpose of the Balance' sheet 'however,’ these securities 
were valued at .par and , this was the method adopted to ,cpnceal,'the,' fact 
fhat the .securities Tteviouslv tcdgcd.-had. depreciated . so ,, much,, : . What 
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of ihe case namely that shares in companies of this nature had been ae- 
posited to make up the shrinlrage in the shares already deposited? Or to 
put the matter in another way let us suppose that no actual companies 
had been formed but merely private Syndicates owning Mining rights and 
concessions, would the Directors have been justified in valuing these pro- 
perties at a sufficient sum to cover the unsecured portions of the largest 

loans? It seems that simply because a share certificate of a certain face 

value was issued, it was therefore correct to say that the Bank had secu- 
rity to that extent. We have been unable to discover that these shares 

were ever dealt in at all. 

\ 

At page 7 the Liquidators observe — 

“It will be seen from examination of Appendix B that the securities 
deposited were very largely in shares of companies promoted 
hy Mower and Company of which they were managing^ agents. 
Only one or two of these Companies had ever paid a divi- 
dend, and a number are only under construction. The 

largest item appearing in Appendix B is the amount advanced 
to Mower and Company, Es. 45,58,814. Of this sum 
Es. 12,44,332-13-11 is stated to be “G. M. Account” (Gen- 
eral Manager’s Account) or overdraft account. This account 
was in credit at 30th June 1910. After that date it always 
showed a large debit balance. In the accounts of 30th June 
1911, interest on Mower and Company’s loan account was 
credited to revenue account and charged to Mower and Com- 
pany’s “Overdraft” accounts, and for a great part of the 
debit no cash passed”. 

The Liquidators further observe at page 7 — 

“Amongst the overdrafts appears a sum of Es. 6,00,000 entered as 
follows, “Mower, Limited and Eangoon Docking and Engi- 
neering Company, Limited”. It is hard to say to whom 
this money was really advanced as the security, for this ad- 
vance is a promissory-note signed by Mower Limited, as prin^ 
cipals and as agents for the Eangoon Docldng Company”. 

5. The bank was practically used for the benefit of Messrs. Mower and 
Co., on this point the liquidators criticism is worth perusal (p. 8): — 

“As regards the late management of the Bank, we are of opinion, 
that the Directors and the manager were guilty of reckless and 
gross mis-management of the funds of the Bank. The hank 
was used practically entirely for the purpose of ihe two di- 
rectors, Messrs. Mower and Clifford in the financing of their 
schemes. It was so easy for them to get money from the 
hank, that the bank funds might almost as well have lain in 
the office safe of Mower and Company. There were three 
firms, all apparently dependent or concerned with each other, 
namely, Mower and Company, Mower Limited, (gone into 
^ , liquidation since the bank’s suspension) and Marshall, Cot- 
- terell and Company, Limited. When Mower and Company 
wanted money, they would put in as security a scrip of any 
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''company 'they had handy, without regard to whether it wak 
or was not quoted on market* 'or what ^he ■ concern 'w'ag. 

It might be shares of Mower Ltd., or Marshall Cdttei^ 
Limited, or unquoted shares of the Indian Pefroleuih hdtfi- 
pany limited, or MooUd Oils. When Mower Limited, wahte’d 
money, they would put a letter of lien holding b 11 aSaett for 
the bank. What these assets were, or their Value from tikhO 
to time, there is little in the records to show”. 

6. Particular's oi the Liquidators’ 'examination of the Auditors, and 
Directors are annexed to this note and marked A. & B. respectively; 
•these will throw a flood of light on the management of the bank’s affairs. ^ 

A. — ^Examination op Auditors. 

Phe Liquidators had a meeting -with the Auditors on llth January. 

Asked if they were satisfied wdth thb Correctness of the balance sheet 
at 80th June 1011. Eeplied that a’t the time they signed the accounts,' 
they were. 

Asked to explain why they had not mentioned the fact 'of the short- 
ages in value of the secui’ities in their report of which they were aware; 
Jleplied that in their opinion at the time any shortage was only tem- 
porary and that they thought the value of the securities would soon re- 
cover, but mentioned to the Board verbally that in their opinion it would 
be better not to declare a dividend. 

Asked Whether they Were aware bf the re][Joft of the prbcefedings of the 
5th Ordinary General meeting held on 24th Pebtuafy 1909 wherein the 
Ohairman stated the following: — 

“The other side of the balance sheet deals "with the investments 
of the bank and I have nothing to state be3mnd the fact that 
all the securities held by the Bank have undergone a most 
searching examination by our Auditors’.” 

Eeplied that they Were not awafe of this report bhd that they never 
fuade any but ah ordinary eNahiinatibn of the securities. 

Asked if they felt quite easy ns to the security held for the Ibah to 
Messrs. Mower and Company, seeing that the tbtal advances to therH. 
amounted on 30th June 1911 to Es. 42,78,482. Eeplied that they felt 
that an advance of such magnitude to any one firm was too great but 
they thought it was fully secured. 

They produced to us a letter dated 30th Jul}”- l911, dddfessed by Mr. 
■Gr. S. Clifford to Mr. Strachaii. This letter stated, thtit Mr. Clifford esti- 
niated Mr. MoWer’s private estate as being worth 65 — 70 lakhs of rupees. 

Asked if a searching examii\ation of the securities bad been made 
previously to 80th June 1911, say at Slst December 1910, did they think a 
•shortage would then have been found. Eeplied that they coiild not say. 

, Asked' if they considered thei,', Contingency 'Account a sufficient re- 
serve in View of the very speculative nature of the investment®. 

Eep 
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Sfcajbed generally, that they were to a certain extent influenced by the 
direct statements made to them by the Directors- and< the Manager as to' 
the prospect of concerns on whicL money had been advanced and also- 
from reports they received from time to time from various sources and 
from tjbeir, owp. belief in the success apd, ultipaate prosperity, of the in- 
vestments. 


B. — ExAfllNATION. OF DiKECTORS, 

At the request of the Liquidators, the Directors Messrs. S. A. Mower, 
G. S. Clifford and W. P. Okeden, attended at the Bank on Saturday, the- 
13th January. The liquidators explained that they had concluded their 
preliminary examination into the affairs of the Bank and that they desired 
explanation irom the directors on the following points : — 

All the replies were made by Mr, Clifford, on behalf of the Board*. 

Asked "As directors of the Bank do you consider that you were justi- 
fied in advancing the Bank’s money on shares of companies which had 
never paid dividends or Companies under construction, or for which con- 
cessions had been granted. This in view of the statements made at 
various general meetings as to not locking of. Capital, making reserves, 
etc.”. 

Peply — ^Yes, 

Mr. Clifford stated that at the tirhp these advances were made the 
shares of many of these companies were in a liquid state and were easily 
realisable, and that they individually and as a Board believed in the 
ultimate success of the various investments. 

Asked if they considered that the Bank was justified' in advancing' to 
’Messrs. Mower & Company alone Bs. 45,00,000 on. the securities i of' shares 
which, were mostly unrealisable or- of- a. very speculative nature. 

Beply — Yes. 

Their reply was practically the same as was given to the previous- 
question, that they were optimistic and thoroughly believed in the- sta- 
bility of Messrs. Mower and Company, and the ultimate value- of> secu- 
rities. 

Asked if they considered that the published balance sheets showed' 
the true position of the bank, o.(/., the balance sheet of 30th June 1911, 
and that they were right in declaring a dividend. 

Beply — ^Yes. 

Asked if they were aware that that balance sheet was incorrect and' 
that the item of Bs. 6,36,280-6-'7 shown in balance sheet as — 

“Debts considered good for which the bank holds no formal security 
being temporai'y overdrafts", was not what it appeared to be but was in 
reality a shortage in value of securities. 

Ueply — ^They were not aware of it and that they relied on the certi- 
ficate of the auditors. 

Asked if they considered it right for a Bank to advance money practi- 
cally entirely on shares of concerns of which two out of the three Directors 
of the Bank were Managing Agents. 

Beply— Yes. 
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Asked were aware on 30fch June 1911 that the bank was not 

•solvent, or if you were unaware of it you were aware of it on 2nd .Septem- 
her last when Mr, Strachan's Circular went round, why did you continue 
io receive deposits?”. 

Eeply — They continued receiving deposits as they hoped and believed 
that things would get all right. 

Asked “You advanced money to Messrs. Mower and Company on the 
security of the Irrawaddy Petroleum Syndicate 61,250 Vendors’ shares 
equalling Bs. 6,12,500. Apparently the only assets of the company are 
a, mining lease and a prospecting license. Do you consider that this was 
a proper investment, for a Bank to make? 

Eeply — This was collateral security. 

Asked why if, as reported, Messrs. Mower and Company were so 
wealthy why did they not put in something more tangible such as Govern- 
ment pajer. 

Mr. Clifford said every available security they could give was lodged 
.with Bank. 

Note . — ^It should be mentioned here that the records do not, show the 
dates on which the securities were deposited. 

Asked if you advanced money to Messrs. Mower and Company on 
security of Moolla Oil Company’s 70,875 shares equalling Bs. 7,88,760. 
What is the capital of the Moolla Oil Company;? How much has been 
subscribed in cash? What is the expenditure to date by the Company 
on the works”. 

This answer was the same as that given with regard to Irrawaddy 
Petroleum Syndicate. The shares were vendors’ shares and very little 
money had ever been expended on the property. , . 

Mr. Mower and Mr. Clifford were then asked by the Liquidators 
whether the whole property they are possessed of is referred to in certain 
letters they have addressed to the liquidators, as I'egards Messrs. Mower 
and Company and their private accounts. 

Eeply — ^Yes. 


(iv) 

Be . — The Alliance Banh of Simla- Ltd. 

The Beports of the liquidators and creditors’ investigation committee 
bear testimony to the various acts of fraud, irregularities, malpractices, 
manipulations and juggleries in the conduct and management of the affairs 
of the Alliance Bank. The attached note prepared from these reports will 
show some of them as follows; — 

1. Crores of rupees w^ere advanced to the Boulton group of com- 
panies against securities which were for the ni'-st part worth- 
less; these loans were sho-wm in the balance sheets as good 
debts, (para. 10 of the note). 
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2. Loans running into lacs were made from time to time to the 

firm of Boulton' Bros. ; the members of the firm who were 
directors of the hank were liable for these loans. In spite of 
this, their liability as directors was not disclosed in the 
balance sheets as required by law. {Vide paras. 11 and 12 
of the note). 

3. The good will of the firm of Boulton Bros, was purchased for 20 

lacs in or about Bebruarjf 1921. This was not disclosed in the 
balance sheet for the year 1920-21. It was included under the 
head “loans, cash, credits and demand advances”. (See para. 

24 (6) of the note). 

4. The good will had no value; still Mr. Macfadyan who presided 

at the Annual General Meeting held on the 90th August 3921 
congratulated the bank for its prosperous conditions and for 
acquiring “Boultons Business” on advantageous terms. The 
Birectors’ report for the year ending 30th Tune 1922 falsifies 
these statements. (Vide para. 24 of the note). 

5. In the balance sheet for 1921-22 the good-wiU of Boulton’s business 

was shov/n at 20 lacs while it had no value. {Vide para. 24 
and 25 of the note). 

fi. The indebtedness of Mr. Moncrieff a Director of the Bank for 
£79,850 was not separately shown in the balance sheets. 
{Vide para. 22 of the note). 

7. The indebtedness of Mr. W. J. Lister the Chief Accountant and 

Assistant Manager to the extent of Es. 4,50,000 was not 
.separately shown in the balance sheets (para. 21 of the note). 

8. From time to time the bank purchased shares of various com- 

panies of the Boulton Group. These investments ran into 
lacs. They were not separately shown in the balance sheets 
but were included under “Government paper. Debentures and 
other Stocks” {Vide para. 24 (7) of the note). 

9. The Directors speculated in ‘Eoubles’ which was inconsistent 

with legitimate banking business and suffered heavy losses 
(vide para. 35 of the note). 

10. I'he increase of the capital in 1917 was achieved by means of 

questionable methods; numerous manipulations wore resorted 
to .in order to show that the bank had made real profit by way 
of premium in respect of the issue of fresh capital. The 
transactvins however were fictitious (para. 13 of the note). 

> 11. In 1917 the Directors sold the shares of the Delhi and London 

Bank to the Banyan Trust and advanced a loan to the Trust 
to pay for the shares sold. The Banyan Trust was not in a 
position to pay back the loan, still the alleged profit of Es. 6 
lacs made on the sale of the shares was utilized and profits 
artificially inflated. (Para. 14 of the note). 

12. Pi’f'fits were artificially inflated by the inclusion of anticipated 
dividends frem companies which in fact were never ^declared 
or paid (paras. 16 and 17 of the note). 
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33. Profits were artificially inflated, by the inclusion, of interest 
which should have been put to reserve or-laid by as provision 
for bad and doubtful debts (Para. 24 (2) of the note). 

14. Secret reserves were created with a view to hide losses. 

15. P?-operties were appreciated from time to time with a view to 

hide losses, no information on the point was given tc share- 
holders (see para. 23 of the note). 

16. In some cases dividends were paid out of capital (para. 25 of 

the note). 

17. The Balance sheets for 1916, 1917, 1918, 1919, 1923, 1921, 1922 

were false and misleading. 

18. In September 1915 Boultons obtained a loan of £80,000 from 

the bank. This loan was repaid with the bank’s own money 
by means of manipulations (vide para. 11 of the note). 

19. Some of the Directors of the bank were in league with the firm 

of 'Boultons (vzde para. 10 of the note). 

20. The condition of the bank’s records was confused. (Para. 5). 

21'. Debts due by Boultons most of which were doubtful, if not bad 
were shown as good until 1922 ,in which year a sum of 
Es. 60.00.000 was abruptly shown as “doubtful or bad”. 


Note. 

1. This note has been prepared from — 

(a) the liquidators’ report. 

(h) the joint opinion of five counsels attached to the liquidators’' 
report. 

(c) 'The report of the creditors’ committee. 

(d) the balance sheets of the bank attached to the committees' 

report. 

2. The bank was floated in Simla in 1894. It went into liquidation 
in April 1923. Messrs. Neison King & Simson and latterly Messrs. Neison 
Diguassee & Co. Chartered Accountants were the auditors of the Bank. 
They were also the auditors of most of the Boulton Group of Companies 
(see page 9, Liquidators’ report and para. 40, committees’ report). 

3. In 1922 the Head Office was transferred from Simla to Calcutta as 
a condition precedent to Sir David Yule becoming the bank’s Chairman. 

Prior to its liquidation, the bank had over fifty branches in India with 
a branch in London. 

4. The balance sheet for the year ending 30th June 1922 disclosed:- 

Rs. 

(а) Paid up capital of 88,94,000 

(б) ’Public deposits of about . 16,00,00,000 



Large amounts of deposits were withdrawn between May 1922 and 
January 1923. 

5. The liquidators have complained that the bank’s records were in a 
confused condition which was without parallel in the case of an institution 
of the importance of the bank (page 1). 

6. In 1934 Boulton Eros, established connections with the bank. With 
regard to this connection the Liquidators observe (page 1) We have 
endeavoured in our report to trace the history of the Bank from the time 
when the policy of association with the Firm of Messrs. Boulton Bros. 

& Co. was first adopted, for it was the impossibility of reconciling this 
policy with legitimate banking business that caused the destruction of the 
stable foundations of the bank’s prosperity and brought about its ultimate 
ruin.” 

Regarding Boultons’ connections the Committee observe (page 32) 
"From the above disclosures it is clear that the entrance of a ‘London 
House’ into a new country to join hands ‘with an established institution 
in- that country’ was the primary factor in the erection of that 
vicious circle of group companies which dragged the unfortunate 
bank to destruction. Within the short period of seven years of their en- 
trance nine chief satellites' of the group sucked the life blood of the bank. 
Messrs. Boulton Bros, and the companies under their control managed in 
this brief space of time to deplete the financial resources of the bank to the 
qxtent of a little more than four crores of rupees upon securities which 
were, for the most part, of an extremely, hazardous nature”. 

7! Prior to Boultons' entry the bank’s position was as follows (Com- 
mittees’ report page 17). 

Rs, 

Capital 20.00,000 

IiepositB . . t‘ 6,49,41,713 

Beserve 30,00,000 

, Dividends were paid off 14 per cent, and the hundred rupees share was 
quoted at Rs. 282 — ^274 which testifies to the soundness of the bank’s 
position prior to Boultons’ entry. 

At the extraordinary General Meeting held on 9th April, 1914 the share 
capital was increased to 40 lacs and a capital of 10 lacs was allotted to 
Boultons in pursuance of the arrangement with them (see page 17 liquida- 
tors’ report), Boultons thus acquired a controlling interest. Tw^o of the 
partners of the firm were also appointed directors of the bank. 

8. It is impossible w’lrhin the scope of a note co refer to all the 
numerous and gigantic transactions between the bank and Boultons and 
their group of companies as disclosed in the reports of the Liquidators and 
the creditors committee. For this reason, the more salient features only 
have been referred to in this note. 

> 9. Shortly stated Boultons used the funds of the bank in the following 

wavs : — 

*• t 

(a) Direct loans. 

(b) Loans to partners, 

(c) Bank purchased shares in the Boulton group of companies.'' 

VoL. IJ 3 b 
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J I * * ' • ' * . 

(d) Loans were advanced to the Boulton Group of cotnpsmcs, 

(e) The bank purchased the business of Boultons vben it was in & 

hopeless condition. ^ 

10. It may be stated that some of the Directors of the bank were in 
league with the partners of the Boulton Bros. This is borne out by the 
private correspondence passed between Mr. B, G. Boultjon, Sir James 
Walker and Sir Arthur Ker. At the Board Meetings held oh loth October 
1915, the Directors recorded their disapproval of this correspondence 
(See para. 5 liquidators report). It appears Sir James Walker the Chair- 
man was in England at 'this time. ' On his return' he caused the resolution 
of disapproval expunged (see page 22 Creditors’ conimitlce report). The 
result was that the bank’s administration became subservient to the 
interests of Boulton’s firm. It may also be noted that the Chairman Sir 
James Walker and other Directors of the Bank were also directors of the 
Boulton Group of companies which were financed by thb bank, a fact which 
established close connections between individual directors and Boulton. 

11. In or about September 1915, at the recommendation of Sir James 

Walker the Chairman who was then in England, the Directors granted a 
loan of £80,000 to Boultons for six months against securities which -W’cre 
mostly non-marketable (See para. .5 Liquidators’ Beport). This loan 
was repaid with the banJe's money in the following manner . '(See para. 6 
liq. Beport). ■ ^ . . ; . . 

On 6th June 1916, the Trust of India, one of Boultons’ Group com- 
panies offered the bank shares tb the value of 12 lacs in another Trust 'to 
be registered and called the Banyan Trust, Ltd, The Directors accepted ' 
the offer and a cheque for Bs. 18 lacs was enclosed. The b.ank’s iiivest- 
ment account was debited with 18 lacks and the Tnist of India cash credit 
account with the bank was credited with the amount. On the same 'day 
the Trust of India cash credit account was debited with Ba. 201 lacs which 
amount was credited to Boultons’ account No. 1, and by this means the 
money paid, for the Banyan Trust shares passed to Boultons. Having 
obtained a credit of Bs. 20 lacs in their account Boultons proceeded tO;pay 
off the loan. T'ae Banyan Trust was not actunlbv in cornorated until lltb 
July 1916. ‘ ... . „ . 

In tbe balance sheet as at 30th June 1916, the shares of the Banyan 
Trust for Bs. 18 lacs have been included in "Debentures and stocks held 
under market rate’’ for Bs. 1,66,50,912-6-3, with reference to this 
transaction the following passage from the joint opinion of covnsel will be 
found illuminating. 


Balance sheet of 30th June 19i6. 

" We understand, that under the heading “Deheritures ‘ and stocks held 
under market rate" there are included Bs. 18 lacs whrth of shares in the 
Banyan Trust Ltd., and Bs. 2 lacs worth of “B" preference shares In the 
same company. We also understand that under the heading "accrued 
interest” is. included a sum of Bs. 7,466-10-8 . purporting to represent 
interest on these shares.. No.w pn SOtK June 1916,' the. Baiiyan Trust 
Ltd., had not even been incorporated "(it was incoirporate.d 'on 17th July ' 
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1916), no shaves had been issued and in the nature of thiugs no dividend 
could have been declared or interest agreed to be paid. The explanation 
of the Bank’s connection with the Banyan Trust Ltd., :it this time seems 
to be as follows — at the beginning of June 1916 Boulton Bros. & Co. 
(which we will refer to hereafter as “the Birm’’) owed the banlj £80,000. 
On Oih June the Trust of India Ltd., offered the bank £120,000 (;.e., 
Bs. 18 lacs) worth of .shares in a company to be registered in India under 
the narne of the Banyan Trust Ltd. The Directors of the bank agreed to 
apply for these shares and on 7th June a cheque for Es.- 18 lacs was issued 
to the Trust of India Ltd., and credited to its account on that day. On 
the same day Es. 20 lacs was transferred from the account of Trust of 
ifodia. Ltd., to the Firms’ account, thus allowing it to, discharge its' 
liabilitj' of £80,000. The Es. 2, lacs of “B” preference, shares appear to- 
have been a gift by the Firm to the Bank which enabled it to cover a loss 
incurred on the realization of certain securities. Whatever ,the reasons, 
may have been, we consider that .the statements in this balance sheet 
alluded to .above were' false.” , , ^ i 

In the aforesaid balance sheet ^'cash with bankers" on current account*’ 
was shown at Es. 6,93,266-6-11 (see page 46 of the- Committee’s report); 
Various sums due from Boultons which at 30th June 1916 amounted to 
Es, 3,15,000 as per Liquidators' report page 12' for which' those' directors 
who were partners in the firm of Boultons were also liable were not 
separately shown as required by Form F but were included in the aforesaid ' 
sum of Es. 16,93,265-6-11. The joint opinion of counsel' on this point' 
shows that the balance sheet did not conform with the provisions of Sec. 
132 of the Companies Act, Counsel however advised the' liquidaters that 
the omission to show these debts separately would not constitute an offence 
under Sec. 282 of the Companies Act as there was no deliberate statement 
that none of this money was owed by directors. (See page 26 of the Liq. 
Eeport). 

Counsels’ opinion, it may be remarked, shows a loophole in Sec. 282. 
This section must be amended so as to make punishable omissions ' of 
material statements in a balance sheet. 

( 

12. In the followdiig \ears Boulton’s indebtedness was as under (see 
page 12 liq. Eeport.) 


Rs. 



• . • 60 , 00,000 

1920 . . * 65 , 00,000 

This was not separately shown. Counsel have stated that the. balance 
sheets were not accoi’ding to law. (See page 26 Liq. Eeport). 

13. Para. 9 of the Liquidators’ report shows that early in 1917 
when Mr. E. G. H. Boulton was the Chairman of the Board it was resolved 
to increase the bank’s capital. On 5th March 1917 the Directors resolved 
to is'sue 5,000 ordinary shares to the Development, Corporation Ltd., st 
Es. '260 per share. This fresh capital was issued with the object of paying 
the cash portion of the purchase price of the Eangoori Bank. It was re- 
solved that the premium of Es. 8 lacs (at Es. 160 per' share) should be 
placed to special reserve to meet the depreciation in the hank’s holding of 
3| per cent. Government paper. 


8 B S 
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Effect was not given to this resolution until November 1917 when a 
cheque for Es. 13 lacs was received from the Development Corporation. 

In fact the development corporation had no money. The cheque was in 
’•eality a cheque on its account with the bank which was already in Debit. 

It appears that on 8th November 1917 the account of the Development 
Corporation was credited with'Es. 15 lacs; this payment was made by the 
Northern and General Investment Co., which had apparently bought the 
5,000 .shares at a price which left the Development Corporation an alleged 
profit of Es. 2 lacs. The Northern and General Investment Co. had also 
no money, so a further imaginary deal was put through whereby on the 
same day the Trust of India pai^ to the Northern & General 16 lacs for 
the shares fot which the Development Corporation had paid Es. 16 lacs, 
'All the transactions were merely book entries put through the Allianca 
Bank accounts with the object of hiding their real nature. The liquida- 
tors have stated that the method by which this capital was raised was 
unjustifi-able and that the 5,000 shares were not actually paid for in cash 
either by the Development Corporation or the Trust of India whose ac- 
counts were overdrawn. The liquidators further state that the Directors’ 
desire was to obtain pmmium of 8 lacs to write down Government paper 
without drawing on the profits. It was for this reason that all these 
jugglaries were resorted to. In fact the issue was irregular. The premium 
automatically disappeared and the Dh-ectors were really short hy Es. 8 
lacs in their reckoning as on 80th June 1918. The liquidators are r,f the 
opinion that the transaction being for consideration other than cash, there 
was a failure to comply with Sec. 104 ofi the Company Act. 

In the notice dated 4th April 1917 calling an extraordinary meeting 
for sanctionins increase in the capital it was stated that the directors had 
accepted the offer of the Development Corporation — a ’‘strong” company 
to buy 5,0' ‘0 shares of the bank at Es. 260, The liquidators have charac- 
terised the use of the term “strong” in the notice as unjustified. (See 
page 8 of the report). 

The balance sheet for the year ending 30th June 1918 (see page 48 of 
the committees report) shows that there was an increase in the issued 
ordinary capital of Es. 5,00,000 and that a sum of Es. 13 lacs has been 
shovn as reserve against depreciation of Government paper and other 
investments. 

In view of what has been stated above the reserve provision for Es. 12 
lacs was not a I’eal provision. It was manipulated in the manner stated 
above and was most misleading ns no cash was received for the premium 
profit on the fresh capital allotted. It was only a paper profit. 

14. Paragraph 10 eff the liquidators' Eeport records anothe>.' transaction 
carried out somewhat on the' lines ns the previous one. the liquidators 
r.hoerved ; — 

“Eeferrir.g again to the Minutes of the 5th March '1917, at whibh 
the above mentioned- issue was made we find that it was 
resolved tr. seP the Delhi and London Bank shares to the ' 
Banyan Trust Ltd., and to grant the Banyan Trust a loan 
■ to enable them to pavtor the' shares. Messrs. Boulton & , 
•' Moncriff; it is noted, did” hot vote on this ' matte’* ^ 
Mr. Dignasse of Messrs. Ncison King & ‘Simsoii, the Baiih*s 
4 . '< Andiiors is reported to have been present at the Meeting 



and to have stated that there was no objectioii on principle 
to this coui'se. This would ordinarily be so, but in this case 
tnere ^\ere special circumstances which in our oi^tnion make 
it difficult lo justify the step taken. The Banyan 'j ’rust Lad 
no hope of paj'ing ±or this loan and had not dene so when the 
50th June, 1917, Balance sheet was issued. In sjute of this 
the Dtreciors utilized the alleged Profit obtained from tfw 
deal amounting to Rs. 6,07,7'ii5—in writing down Govern- 
ment vaper. Now this profit should certainly not have been 
taken into account at all, it was only a paper profit, as the 
asset, via., the shares, had merely changed its form into that 
of a loan, and by no stretch of imagination could the profit bo 
called a ‘‘realized profit”. Here again we are forced to look 
for the real reason for the transaction and as in the previou*' 
Iiara. the only conclusion at 'which we can arrive is that it 
was effected to provide additional “profit” to enable the 
Directors to meet losses at the 30th June, 1917.” 

15. Para. 13 of the Liquidators’ report refers ik> “Bbulton Bros’ 
Piouble Account”; it appears that Roubles were bought at the Peshawar 
•office of the bank and shipped to London, the cost was debited to tliis 
account, 'rhe balance of the account on 1st December 1917 amounted to 
Rs. 21,76,053-15-0; on 11th December 1917, the account was credited with 
ITs. 15,20,325-6-8, transferred to the bank’s Roubles investment account 
for the cost of 15,70.000 roubles at an average rate of 152i roubles to £10. 
The rouble business showed a loss of nearly 11 lacs at the end of April 
1923 when the bank sus})ended payment. Referring to this loss the liqui- 
dators observe (page 11 i “This heavy speculation in Roubles carried out 
6y the Directors can hardly be described as legitimate business from a 
hanking point of view, and the Directors do not appear to have acted 
nruclent'iy in -iiTlowing the funds of the bank to be used- for the purpose”. 

16. In the year ended 30th June 1917, profits were inflated by the 
inclusion of dii’idends on Banyan Trust shares amounting to Rs. 1.20,000. 
These dividends were never realised. (Page 15 Liq. Report.) 

17. Similarly in ihe year ended 30th June 1918, profits were inflated 
by the inclusion of dividends on the same shares amounting to 
Rs. 1,74,399-10-8. These dividends were never realised. (Page 15 liqui- 
dators’ report). 

18. Chapter HI of the Creditors’ Committee’s Report sets out details 
of the “involvement of the bank in the Boulton Group of companies”. 

This is divided hito two parts; the first relates to involvement in the 
purchase of shares; the other relates t'v involvement in loans to these com- 
panies; some of these loans were made on the security of shares of the , 
■group companies; it m.'iy' be observed that the Partners of Boulton Bros, 
were the promoters of these companies; many of them were private limited 
companies wh'i-c aeoounts were never made Imown to the outside world; 
the partners of Boulton Bros, or their nominees were directors of thesft 
companies. Sir James Walker & Mr. W, L. Dallas Directors of the 
Alliance Bank were also Directors of some of these cornpames. In fact 
these comp.anios were controlled by Boultons; most of them have gone 
into liquidation. 


19. The total amount of shares purchased by the bank in the Boulton 
Group of companies was as follows: (page 28 of the Committees’ 
Eeport). 



Rs 

“ 1. The Banyan Trust Ltd. ..... 

. 18,00,000 

2, The Trust of India, Ltd, (Now in liquidation) 

00, 000 

3. The Associated Hotel, Ltd. • 

. 30,00,000 

4. The Development Corporation, Ltd. . 

5,00,000 

5. The Premier Oil Co., Ltd 

7,05,000 

'6. The British Ceylon Corporation Ltd. . 

. 5,20,000 

7, The .Mussurie Development corporation, Ltd. 

. 18,00,000 


Total value of shares purchased in Houlton Group of 
Companies ........ 8.S.25,000 


We fear that the bank will suffer heavily on these shares as some of 
the Companies have already gone into liquidation”. 

These investments were disguised in the balance sheets under the head 
“Government Paper, debentures and other stocks”. 

20. Summary of loans to the Boulton Group of Companies is given 
below (page 32 of Committees’ Beport). 


1. 

Banj'an Trust, Ltd, 

♦ » 

about 

Rs. 

30,00,000 

AS. 

0 

r. 

0 

2. 

Trust of India, Ltd. . * 

* • 

• 

1,11,00,000 

0 

0 

3. 

Associated Hotel, Ltd. . . 


• 

14,44,494 

6 

0 

4. 

Associated Debenture 

• • 

» 

10,00,000 

0 

0 

0. 

Development Corporation, Ltd. 

• • 

• 

30,50,000 

0 

0 

6. 

Premier Oil Co., Ltd. 

• • 

» 

13,00,000 

0 

0 

7. 

British Ceylon Corporation, Ltd. 

« • 

» 

6,00,000 

0 

O' 

8. 

Orient and Co., Ltd. 

• • 

t 

10,00,000 

0 

0 

9 

Delhi Investment Co., Ltd. 

• • 

• 

7,26,000 

0 

0 

10. 

Hopes, Ltd. . 

• • 

» 

2,28,662 

G 

2 



Total 

t 

2,24,48,146 

11 

2 


The aforesaid lonn.s to the group companies were shown in the balance 
sheets us good; with ihe exception of the loans to the Associated Hotels 
of India, Jitd., Simla, heavy losses were expected on the other loans ns 
the securities deposited with the bank were nearly all worthless, (Page 
15 of the Liquidators’ report.) ^ 

21. Advances w^ere made to one Mr. W. D. Lister, the Chief Account- 
ant and Assistant Manager. Loans were obtained by him to the extent of 
Es. 4,50,000 agaiu'^t the shares of some of the Boulton Group of com- 
panies; (page 31 of the Committees’ Beport); in the balance sheets of the 
bank these were not separately disclosed. 

22. Advances w’-ere made to Mr. G. A. Moncriff, a partner of Messrs. 
Boulton Bros, and a Director of the Bank, The total amount of loans 
advanced to him amounts to £79,850-1-2 (page 31 of the CommitteeB' 
report); in the balance sheets of the bank; these were not separately diB- 
closed; Mr. Moncriff became a director in the early part of 1916 (page 4 
of the Liquidators’ Beport and page 22 of the- Committees’ Beport). % 



23. , "Prom pnrn, ‘14 ,of the Liquidators’ report it appears that on Ist 
June 1921 property account was adjusted by Bs, 10,16,323-13-11 which 
sum being ilje sale cf the Delhi property was transferred to contingency 
account. Property account was also written up by 14 lacs and the amount 
was transferred to suspense interest account. The property account 
jirinted at page 53 of the Committees’ report would explain the position 
at a glance. Both the liquidators and the creditors’ committees are 
agreed that by these means the directors hid from the shareholders large 
losses to the extent of nearly 25 lacs; (see page 11 of the Liquidators' 
report and page 35 of the Committees’ report) ; it may be mentioned that the 
contingency account and the interest suspense account were kept as secret' 
accounts and not disclosed in the balance sheets. In the absence of any 
explanations in the balance, sheets the shareholders were led to presume’ 
that fresh properties were acquired whereas the facts were different. 

The minutes of the Board meetings printed at page 35/36 of the com- 
mittees’ report will show conclusively that the object of writing up the 
properties was to provide for losses in the transactions with Boultons. 

24. The Balance slice! for the year ending 30th June 1921 was false 
and misleading for the following reasons: — 

(1) The profits were inflated hy the inclusion of anticipated divi- 

, dends from the shares in the British Ceylon Corporation Ltd. 

Development Corporation Ltd. and three other companies 
amounting to Es. 1,19,358-5-4. These dividends w'ere not 
declared when the accounts ivere made up and were never 
declared (Page 15 of the Jiquidatois’ report). 

(2) Interest amounting to Es. 1,90,003-13-6 on part of the balance 

due by Boultons was included in the profitis which had the 
effect of swelling the profits at the cost of reserves and pro- 
vision for bad and doubtful debt. 

(3) The debts due by Mr, Moncrieff, one of the Directors, was not 

separately shown (page 37 Committees’ report). 

(4) Apprcciatic-n of the immovable properties mentioned above was 

not disclosed in the balance sheet. 

(5) The debts due by Boultons and the Group companies were 

shown as good when most of them were bad or at any rate 
doubtful. (Page 57 of the Creditors Committees’ report.) 

(6) On 3rd August 1921 the Directors settled the draft balance sheet 

for the year ending 30th June 1921. They had already taken 
over the London Business of Boultons and showed its good 
will at 20 lacs although it was in a hopeless condition. In 
the balance sheet no reference was made to the good will 
It was included under the head “Loans, Cash credits and 
demand advances’’. The liquidators state that the directors 
and auditors were wrong in signing the balance sheet as 
drawn up and that it did not disclose the true position of the 
bank (page 12 of the liquidators’ report and page 37 com- 
mittees’ report). 

(7) Shares in the Boulton group of companies were included in the 

balance sheet under the heading of “G.ovemment paper, 
debentures- and other stocks.” 
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Counsels aibo advised that the balance sheet was false. The follow- 
ing opinion was given by them (page 25 of the liquidator’s report). 

■ Balance Shcei of 30th func 1921- 

“In February 1921, the Board of Directors were called upon to con- 
sider the Firm’s financial position and the possibility of its becoming 
bankrupt. It ^vas apparently considered that if the Firm become bankrupt 
the undoubted reaction on the Bank's position would be disastrous. It 
was accordingly decided that the bank should take over all the assets and 
liabilities of the Firm and work its business. According to the Directors’ 
Minutes, the financial position of the Firm, as they then understood it, 
was as follows: — 


£ 


Dabfc due to the Bank 

■ ■ • • • » 

611,000 

Other liabilities . 


680,000 



1,191,000 


Intimated value of assets 

. 941,000 

Sliowing an un.securcd short fall of 

260,000 

In August the position 

as to 30ch June, 1921, had 

to be considered in 


view of the yearly balance sheet. The position had then altered to the 
detrimenc of the Bank and the short fall as then ascertained or estimated 
was Mun.OOO. W'e dc not see how^ this debt could be considered as other 
than bad or certniulv doubtful. ‘ If that %vas so, then the undisclosed 
reserve of the Bank (at that time approximately Es. 34 lacs) was insuffi- 
cient to balance it. The Directors thereupon decided that the good-will 
of the Firm should be valued at £200,000, thus reducing the short fall to- 
£200,000. We find it diflicult to understand how the firm could be said 
to have any goodwill at all but that might be a matter of opinion. The 
position was then dealt with in the Balance Sheet as follov/s. The whole 
sum of £400,000 was included under the heading “Loans Cash Credits and 
Demand advances” all of it being placed under debts considered good 
(either secured or unsecured). There was nothing in the balance sheet 
to show that the alleged goodwill had been purchased or vr.lued. We thus 
consider that this Balance Sheet did not truly state the fact, and was a 
false balance sheet.” f 

“The properties of the Bank were revalued, and f.ho v.alue on the 
Balance sheet thus augmented without showing that such increase was 
the result of the revaluation. While we consider this was misleading we 

are not prepared to say that it rendered the balance sheet false.” 

The Balance sheet was passed at the meeting held on 30th August 1921, 
Mr. M. Macfadyen, a Director, congratulated the bank for its prosperous 
■condition and for acquiring Boulton’s business on “advanlageous times”. 
This misled the .shareholders and creditors. These statements were how- 
ever contradicted in the next years’ report in which the Directors stated 
that “at the end of 1920 the agents in London who had a controlling 
interest in the bank being in financial difficulties were unable to place at 
the -bank’s disposal the funds whicH were on deposit wl^h them at call.” 

These facts should have been disclosed in the balance sheet of 1921, (See 

page 51 of the Creditors Committees’ report). 
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25. The halaace -sheet for 1922 was false and misleading for the fcUow- 
'ing reasons: — i 

(1) The profits were inflated to the extent of Es. 1,92,024-1-0 by the 
inclusion of anticipated dividends from some of the Boultons 
Group comjumies while in fact they were never received (page 
1^ of the liquidators’ report). 

The following opinion was given by Counsel with regard to this balance 
■sheet. 

Balance sheet of 30th June, 1922. 

“We consider that this balance sheet is false for the following 
reasons: — ^’Phere is an Item of Es. 20 lacs for purchase price of London 
Banking business. This apparently is the sum of £200,000 but reduced in 
view of the circumstances. It is not stated to be an estimate of good- 
will, but a price actually paid. As far as we know, there had been no 
purchase and no sum had been agreed upon for goodvall with the assumed 
seller. Under "Interest accrued’’ there are included sums of Es, 42,500 
and Es. 26,400 purporting to be dividends from Development Corporation, 
Ltd., and Premier Oil Co. Ltd., No such dividends had been realised or 
nver were. We wish to add that the loan from the London Banks men- 
tioned in the Committee's report is apparently shown in this Balance sheet 
nnder the heading “Sterling Loans against Bills and Securities per 
vcontra”. 

It may be stated that by this time the Directors had understood the 
position; they requested Sir David Yule to accept the Chairman-ship of 
the Board. The Dii-ectors also tried to take the Government of India in 
confidence (page 38 of the Committees’ report). 

In this balance slieet bad debts to the extent of Es. 50,66,530-7-9 were 
shown ffU’ the first time. 

The cash balances shown at Es. 4,50,13,778-9-10 was made up partly 
by the loan of Es. 1,45,50,000 raised from Barclay’s bank against securities 
(see page 52, Committee’s report). 

The goodwill has also been separately shown; counsel ha^e expressed 
the opinion that the Directors were not justified in placing any value upon 
the London business taken over and they have advised that the preference 
dividend for the year was paid out of capital. (See page 28 of the Liquida- 
tors’ Eeport), 


Be : The Bengal National 

Bank, Limited. 

Note. 

Hegistered ..... 

. . 12th September 1907. 

Authorised capital .... 

. . Twenty lacs. 

Paid-up capital .... 

. . Nealy eight lacs. 

Suspended payment . . 

. . 28th April 1927. 


1. B. IL Banetji appointed M.anaging Director IBtk luly 1918.’ 
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Mr. 'Clialtrawarti was the Chairman and Mr. Lahiri was another 
Director. The affairs of the bank were practically in the hands of these 
three gentlemen. (Page 8). Messrs. Viney and Thurston Chartered 
accountants were the auditors. The bank suspended payment on 27th 
April 1927. During the period 1914 to 1917 the public had no confidence 
in the bank; all kinds of deposits at 31st December 1917 amounted to 
■Rs. 2,77,0C0 only. (Page 6). Since 1918 confidence was again restored and 
at 31st December 1922 all kinds of deposits stood at 85 lacs. (Page 6). 

It would be pertinent to point out that it was during this period that 
the Direetoic were making ducks and drakes of jiublic funds as the report 
will show. 

Since 1922, difficulties set in; they were accentuated in the middle of 
1923 consequent on the failm*e of the Alliance Bank (page 7), 

In May 1923, Directors resolved to take steps to realise the outstand- 
ings buu nothing seems to have been done. In fact the banks’ advances 
went up (page 7). The outstanding debts were as follows : — 

31st December 1922 , . ..... 91 lacs. 

31st March 1926 ... . . . 103 „ 

27th April 1927 . . . . . . 110 „ 

The liquidators estimated the realisations to be in the region of 25 
lacs (page 10). 

The balance sheet for the period ending 30th September 1923 was not 
presented until 20th July 1925. In this balance sheet bad debts were 
grossly under-estimated (page 7). The Balance sheets as at 31st Marchi 
1925, OOch September 1925 and 31st March 1926 were presented on 22nd 
September 1926. (Page 78). 

In 1923 the bank borrowed from the Imperial Bank and executed two 
debentures. On 28th April 1927 their receivers took possession on behalf 
of the Imperial Bank. Subsequently the Imperial Bank filed a suit 
(No. 121,'^ ol 1927) in which the three receivers were confirmed on Ist 
June 1927. 

Three official liquidators were appointed on 9th August 1927. 

2. The bank’s advances may be divided into the following categories’ 

A . — Advavccs on shares {Chapter 2), 

This Chapter gives detailed information about accounts of various con- 
stituents to whom advances were made on shares and in which very 
heavy lusses have been sustained. On 28th April 1927 these advances 
amounted to approximately 44 lacs out of the total advances of 
Es. 14,34,636. Two statements have been compiled by the liquidators; 
Statement “A” showing these accounts in which sufficient margin was 
taken at the beginning of indebtedness but which fell into disorder sub- 
bequentiy. Statement “B” showing accounts in which sufficient margin 
was not taken from the commencement. Both these statements contain 
startling particulars. In all cases the fall in the value of shares was the 
primary cause of the trouble. In a number of cases however the accounts 
T/cre opened against the security only of the shares purchased. In some 
cases transactions were permitted when the accounts were actually out 
of order (page 13). "When the crash ensued in the sharemarket the 
bank was found to be holding as security an enormous amount of invest- 
ments which had depreciated heavily and which were not sufficient to 
cover the advances. This situation however did not cause the Directors 
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to despair and "l.hey continued to mate advances against shares many 
of which should have been classed as doubtful security, even with large 
.margins” (page 12). 

• The deuails given in the liquidators report regarding a ^number of 
accounts in which reckless advances were made will repay perusal. (Pages 
14 to 3G). The instances cited will show that in many cases interest was- 
eharcgd on dormant accounts; these accounts are: — 

1. A. C. Chatravarti & Bros, (page 14); Account dormant after- 

30th September 1923; still interest charged. 

2. A. G. Peace deceased (page 14); Interest debited till the cioss^ 

of the bank although the estate had been declared insolvent. 

3. Chakkan Lall Damoder (pages 17 & IP), 

4. Ghakravarti R., (page 24). 

5. Ghuha, Probodh Chandra, (page 25). 

6. P. N. Dutt & Co., (page 29). 

7. B. M. Chatterjee (page 30) Interest charged from 1921 to 1927 

amounting to over a lac. 

8. Promonnth Bhattacharya, (page 31). 

9. Basant Kumar Paul (page 33). 

In their letter of 2nd March 1925, the auditors stated, “we notice that 
in almost all the cases when the debts are known to be bad interest is- 
still being charged.’-’ (Page 61). 

The details of the account of Mohini Mohan Roy will show that the 
Directors Lahiri & Banerji were dealing in shares through him. (Page 15): 

There were various accounts in the names of the bank’s employees as 
follows : — 

1. Ki'ishnalal De, (pages 14 to 17) Debt Rs. 28,346 — Realisation' 

Rs. 8,512. 

2. Chakkan Lall Damoder, (pages 17 and 18). 

This was a large account; the balance at 28th April 1927 was- 

Rs. 1,69.328; the securities realised Rs. 78,160. 

The debtor stated that a number of transactions in his account 
, were on behalf of the bank’s officers. 

3. Amritlal Pale, (page 20). 

He was an employee. 

4. Gupta Jyotendranatb, (page 21). 

He was an accountant of the blink. 

In reply to the auditors inquiry as to vA^hat debtors Avere officers of the- 
bank (see page 61) the management gave an evasive reply that there were 
some accounts in the names of some employees but I'hey were not 
officers as they had no authority to sign on behalf of the bank. (Page 63). 

There was an account in the name of Chalrrowarti R. the Chairman’s- 
son. There was a short fall of Rs. 30,000 — (page 24). 

There 'was- an account in thp name of Bernard, George 'Harry; when' 
tihe recount was opened he was m the employ ,of auditors - (page 27). 
There was a short fall of about Rs, 70,000 in the. account.. 
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B . — Advances on Title deeds, {Page 30). 

. Tlie following are sotne of the striking instances of advances on. Title 
•deeds which were practically worthless' — 

B. M. Chatterji, page 30. 

The bank was involved into litigation and suffered heavy losses. 

Eajpal Shrikrishna, page 32. 

Property unworkable as a coal mine; on 10th December 1925 it 
was attached for arrears of Eoyalty. 

Paul Basent Kumar, page 33. 

The lease showed that the property %vas unworkable as a coal mine. 

Ghose A. K., page 34. 

Solicitors advised that the pledgor’s title was bad. 

Kundanmall Tamakhram, page 34. 

The bank accepted title deeds of property which was already sold. 

'C . — Advances made on the security of life policies, (page 36). 

It appears that debtors assigned life policies j the surrender value 
was less than the debt; in man}^ cases pro notes were not even 
execul.ed, (page 36). 

D . — Loans made allowed to be barred, (mac 36). 

-See the liquidators remarks at page 36. 

E . — Loans without security, (pages 36 to 40). 

Pages 36 to 40 of liquidators report contain details of accounts to 
which advances were made without security and partly or 
wholly lost. 

T . — Advances to trading concerns firms and limited companies (page 41). 

These advances were made on the security of stocks, machinery, 
debts and other assets; in the majority of cases the concerns 
have failed with heavy losses to the bank, (page 41). The 

total losses under this head at 28th April 1927 came to 

Es. 35 lacs. 

'^Of the many instances cited by the liquidators (pages 42 to 52) the 
-case of Peace’s Engineering & Shipping w'orks is rather peculiar, (page 
44). This company executed a mortgage for Es. 1,25,000 although there 
was an existing prior mortgage, (page 45). 

G . — Advances to constituents with whom Bank’s directors were connected 

(Chapter 3, page 53). 

At page 53 of their report, the liquidators observe that in a number 
of cases Directors of the banlc either took an active part in the manage- 
ment of the concerns to whom advances were made or were connected 

■rwith the parties who managed and controlled the concerns. 

The following instances are cited. 


Mr. B. K. Chakravofff. 


Bengal paste Board and pftper mills 
Amalgamated News Paper Limited 
JBengal LaXmi Mill ' * * i 


% 


Page 53. 

. * Director. 

■ • 9f 


V 



Mr. B. K. Lahirt. Page 53. 


Bengal Brick Manufacturing Co. . 
Lister Antiseptic and Dressings, Ltd. 

Pence’s Shipping and Engineering Co. 
Sikdar Iron Works . . , , 

Oriental Tiansport (Bengal) Ltd. . 

Mr. B. N. Banerji. 

Anglo-Amerian Motor Car Co. 

Lister Antiseptic and Dressings Co. 
Sikdar Iron Works . » 

Art Theaters, Ltd. . . . . 


. . Director. 

. . Managing Agent and = 

I'irector. 

. . Director. 

• • » 

Page 53. 

. . Director. 

• • If 

• • If 

• » It 


It may be noted that the Bank has lost heavily in its advances toi 
most of the aforesaid concerns. 


Pages 56 to 5B of the Liquidators' report contain information as to- 
moneys borrowed from the Bengal Laxmi Mills. These transactiona- 
cuiminufed in a criminal prosecution (Crown vs. B. K, Lahiri & Sons), 
3h which the Chairman, the Managing Director and Lahiri were found- 
guilty of various offences and sentenced, (page 56). 


H. Advances made to auditors and their nominees, {'page 72), 

'At page 72 are stated facts relating to the account of L. G. Bavin, the- 
bank’s auditor. He was dealing in shares. 

At page 73 are stated facts relating to the account of TCanayaial Dey 
of 14 Ganguli Lane who was admittedly Bavin's nominee; a number of 
manipulations are disclosed. 

At page 74, are stated facts of an account headed "Messrs. Yiney & 
Thurston, Liquidation Account" a number of manipulations are dis- 
closed. 


I. Directors! accounts, {page- 75). 

There was an account in the name of B. Chakravarti but there was 
no loss to the bank, (page 75). There was an account of the Managing- 
^Director, B. N. Banerjee (page 75). 

The history of this account will show that the Managing Director 
was dealing in shares not only through his own account but 
also through others. The account w'as heavily in debt when 
it w^as adjusted through a Hundi transaction which has dis- 
closed a grave scandal. (See page 70). There was an 
account in the name of B. K. Lahiri, (page 761. The history 
of this account at pages 76 and 77 -will show that the 
director Lahiri was dc.aling in shares not only through his 
account but through others, also. 

it may be mentioned that debts due bv directors were not properly 
biiown in the balance sheet, fsee pages 69 & 70). In each of the balance 
sheets for the period ending 30th September 1923, 31st March 1924, and- 
oOth September 1924, the debts of. B. H. Banerji were shown at 
Bs. 2,29,621-3-1, Ps. 2.44,773-2-7 and Bs. 2,00,631-6-7' but on each balance’- 
sheet there was a note that the sum of Bs. 1,80,920-0-0 had' since been- 
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repaid. 'This amount Mas the Hundi amount. No mention was made of 
:the Hundi account. In the balance sheet as at 31st March 1926 the debts 
• due bj B. N. Banerjee, viz., Bs. 64,467-13-4 on overdraft account and 
Bs. 1,90,000 on Hundi account were not disclosed (see page 70). 

3, Chapter 4 of the liquidators report (pages 60 to 70) ci-ntains startling 
facts as regards the extent to vdiich the bank’s position was not disclosed 
in the balance sheets. This chapter makes a sorry reading. There art 
traces of frauds and collusion between the management and the auditors. 
The facts set out will show how bad and doubtful debts were grossly under- 
estunated and how bad debts tvere shown as good or fully secured. 
The list at pages 6b and 69 gives particulars of various acccunts and of 
the balances of these accounts on 30th September 1927 and 28th April 
1927 which though irrecoverable were included as good. The differences 
have run into lacs which were all bad and irrecoverable but not shown as 
such. 

■ 4 . In chapter 6, the account of the Directors is discussed, pages 71 to 
80. ' ' ' ■ 

The directors had pledged all available securities with the Imperial 
and Central Banks; they did not close the bank’s door although it was 
win an insolvent state for the following reasons: — 

(a) They had borrowed large funds from the Bengal Laxmi Mills 

and they wanted to suppress that fact, from the shareholders 
of that company in which the Bank’s directors were also 
directors, (page 71). 

(b) They did not want to reveal the fact that one of the directors 

owed a large sum of money for which he w^as unable to give 
security, (page 71). i , 

‘{c} They did not want to reveal the fact that a large number of 
concerns to which loans w’^ere advanced were verging upon 
bankruptcy, (page 71). 

(d) They did not w^ant to reveal the fact that reckless advances 
were made on overdrafts and that the securities had dwindled 
down and the debtors were wuthout means, (page 71). 

6. In chapter 6, the liquidators state their conclusions, (page 79). 

(1) Bad and doubtful debts underestimated and shown as good. They 
give a list and point out that when the balance sheets were prepared the 
'Directors knew that the debts were bad or doubtful, (page 80). 

(2) The auditors’ letter to the bank of the 2nd March 1925 (page 60) 
-admitted thqt some of the aforesaid debts were bad yet they signed the 
balance sheet without drawing the shareholders’ attention. 

(3) The auditors also failed to draw' the shareholders’ attention to 
-other debts, (page 81). 

(4) B. N. Bauerji’s debt on Hundi account w'as not disclosed in the 
balance sheet, (page 811. 

(6) The auditors did not draw the shareholders’ attention to mis- 
statements of the debts due bv directors and emplovees of the bank, (page 
61). 

(6) The debt of the managing director, B. N. Banerjee was reduced by 
'the credit of a fraudulent 'cheque for Es. 2,56,000 drawn on the account 
of the Bengal Laxmi Mills, Ltd., (page 81). 
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i6. Annexed to the liquidators’ report is some correspondence between 
4bem and the auditors (see pages 82 to 93) which will further explain the 
position about many bad doubtful debts, the Managing Directors’ list 
enclosed with his letter to the auditors, dated 9fch March 1925 which is 
aiitached to the correspondence will show how false valuations were made 
in respect of the debtors securities. 


(vi) 

, Be. — The Peoples' Bank of India. 

» » > 

Note. 

This note is prepared from the letter, dated 12th August 1913 from 
Messrs. Basantram & Sons auditors of the Peoples’ Bank to the Directors 
■of the ‘Bank published in the Arya Patrika of 25th October 1913; it is -a' 
big letter; only the salient points are summarised. 

1. It appears that in reply to the auditors' remarks concerning the 
bunk’s accounts, the directors stated that the Auditors’ view was not 
always in accordance with, banking experience and that in some case* 
‘they found that the auditors remarks were 'not in accordance with the re- 
quirements of the banking practice. The auditors seem to have resented 
this reply. At the beginning of this letter they refer to the notes of the' 
Manager at the Head Office and they refer to various matters concerning 
ithc management of the bank. 

2. The auditors state “there' is one and the same gentleman (Harkishen 
Lai) the controlling spirit both as a lender and as a borrower. The 
responsibility has been reduced to aiminimtim’’. 

3. The Auditors further state “in many accounts interest is not recover- 
ed in spite of the repeated efforts by the bank - and the same is being 
■debited to different accounts and credited to profit and loss account.” 

4. They also state “in many cases the amounts of pronote or docu- 
ments held b}’^ the bank are for lesser amounts than the balances , con- 
tained in the books. This is as wc have been previously pointing out due 
to the non-recovery of interest from half-year to half-year. We have in 
previous half year dealt ■with the various securities held by the bank in 
different account, their market or intrinsic value and also the financial 
position of the debtor companies and other parties but as the Directors 
repeatedly assure us that the securities held by the bank fully cover debts 
we again propose to deal 'vdth the question of securities of some of the 
bi<- debts of the bank so that the Directors may be able to convince us 
as to the. safety of the debts before we can again address the share- 
holders”. 

5. After pointing out that the banking experience and banking practice 
were not the sole monopolies of the Board of Directors of the People’s 
Bank the auditors required of the Directors jointly and individually 
whether they are of the opinion that all the debts of the bank at the Head 
Office and Branches -were good .-and safe and whether the securities held 
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were also ample to cover debts including interest. They then drew the- 
Directors attention to the accounts of various debtor companies and made 
various remarks. With regard to the Pioneer Investment Company, par 
ticularly the auditors observe as follows: — 

“from the above it is clear that the securities held by the bank 
are short by Es. 30,687-2-6 if the value of the shares of all 
the companies held as securities be accepted even at par. 
But as a matter of- fact the value of the shares held' as 
security has not only considerably fallen but (in our opinion) 
majority of shares are not 7vorth the paper on which they 
are wrilten. The shares of the Punjab Cotton Press Com'- 
pany Limited and the Lahore Spinning and Weaving Mills 
Company, Limited lodged as security in account (B) have 
been purchased by the Pioneer Investment Company, Limit- 
ed at a considerable discount while they are accepted as 
security by the bank at face value”. 

6. The Auditors further ' observe as follows: — “the 1;250 shares of 
ihe Gawnpore Plour Mills Company lodged -as security in account (c)' 
have been valued for the sake of' security in the Pioneer Investment 
Company, Limited, account at Es. 1,25,000 while share of the same com'- 
pany numbering 1,205 are valued at Es. 1,00,000 only in the Nowshera 
Timber Syndicate account. It is.ratJier strange that such things should 
ba allowed particularly ^yhen, the correspondence of Brokers Messrs* 
Coverdhandas & Co., brokers pertaining to sale of certain shares is aXso' 
available amongst the share certificates. Such state cf affairs would, 
have never happened except for the fact that Mr. Harkishanlal is the- 
common factor everywhere". 

7. The letter quotes various notes of the manager to the Managing. 
Director in connection with the debts owed by different companies. 

(vh) 

Be.' — Amritsar Banh, Limited. 

\ 

Note. 

The following note is prepared from the letter of Messrs. Basant Eanr 
& Sons to the Directors of the Amritsar Bank of •25th August 1913 pub- 
lished in the Arya Patrika of 1st November 1913. 

1. The auditors point out that interest is not being recovered and' that 
the same is being debited to different accounts and credited to profit and 
loss account. 

2. The auditors point out that in many cases the amount of pronotes or 
documents held by the bank is less than the balances standing in the 
book. 

3. After pointing out that the position of the bank has become serious 
the auditors go into the accounts of the individual debtor companies to 
show that the securities held are not sufficient to cover the debts. They 
'nquire on the directors whether various debts are considered good and 
recovc’able. 

4. The Auditors then discuss accounts of individual constituents and 
make remarks and observations into which it is not necessary to go. 
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No. 4. 

X(ETTEE FROM INDIAN CHAMBER OP CoififtERCE, CALCUTTA, TO THE SECRETARY, 

Indian Central Banking Enquiry Comihttee, dated Calcutta, the 

7th January 1930. 

The basis of the estimate made by my Committee about the share of 
Indians in the total foreign trade of India being about 15 per cent, of the 
whole trade. My Committee have made a detailed calculation with refer- 
ence to the trade at the port of Calcutta iu estimating the share of Indians 
in the export and import trade. The information about the trade in raw 
jute and jute manufactures is compiled from the sheets published by 
Messrs. J. Banerjee & Co., and of the imports of cotton manufactures has 
been compiled from page 190 of the book on the Cotton Industry of India 
by Mr. Ai'no S. Pearse. The sheets are attached herewith for the infor- 
mation of your Committee. The information about the share of Indians 
in the other articles of trade have been arrived at on the basis of 
Customs Eetmns and verified by personal enquhies from the people in 
the trade. The chief articles of trade amounting in value to nearly 200 
crores of rupees, have been included in the calculation, ‘although the 
total trade, of Calcutta for the year 1928-29 amounted to 226 crores of 
rupees, but the same percentage of the share of Indians may be assumed 
for the balance of the trade. It will be seen that the percentage for 
Calcutta comes to about 20 for the calendar year 1929 and financial year 
1928-29 as shown in the table I, attached herewith. The share of the 
Indians in the previous years was much less, in respect of jute and jute 
manufactures as shown in table IT, attached herewith. 

In arriving at a general figure of 15 per cent, for the whole of India 
my Committee were influenced by the consideration that in Madras and 
Karachi the share of Indians in the Export and Import Trade is much' 
less than in Calcutta, 



818 . 


ENCLOSURES. 

Tabi^e No. I. 

An estimate of tlie share of Indians in the Export and Import trade of 
' Calcutta. 


Imports (1928-29), 


trains. 

Value. 

j Value of Import 
j trade handled 

1 by Indians. 

V 

Cotton STanufachires - 

• 


24-00 lakhs. 

1 12-00 laldis. 

3letals and Ores 

• 


10.60 

»> 

3-00 „ 

Machinery and Mill- work . 

• 


6-93 

Sf 

•3S „ 

Sugar ..... 

• 


G-19 

9 > 

i 1-50 

5 

Grain, Pulse and floor 

• 


6-00 

79 

•20 „ 

Mineral and wegetable oil . 

• 


4-66 

77 


Tehicles, Motor cars, etc. . 

• 

. 

3-32 

77 

•164 „ 

Instruments (electrical) and other appliances 

2-00 

77 

•20 „ 

Hardware ..... 


• 

1-76 

77 

•8S „ 

Spices ..... 



1-49 

79 

•59 „ 

Tobacco ..... 

• 


1’15 

77 


Wool and Woollen manufactures . 



1-14 

77 

*67 „ 

• • • • • • 



1-OS 


•25 „ 

Liquors ' . . . 



1-00 

77 

•10 

Chemicals and chemical preparations 



1-00 

ft 

•25 „ 

Papers end pasteboard 



1-00 

77 

•10 ,, 

Provisions and Oilman’s stores 



1-00 


‘6 „ 

Glass and glassware ... 



•74 

J 

•37 „ 

Drugs and Medicines . 



*71 

99 , 

• 35|- „ 

Bobber ..... 



•70 

77 e 

-- 

Paints and painting materials 



*49 

{ 

•4 

Leather ..... 



• no 

1 

» i 

f 

^ 77 

Total value 

• 

76 -IS 

! 

” i 

i 

21-02 „ 
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Table No. I — contd. 

{Exports 1928-29.) 


Name, 

1 

Value. 

Value of Export 
trade handled 
fay Indians. 

C 

Jute manufactures 




• 

66 ’00 lakhs. 

8*00 lakhs.* 

Jute (raw) , , 

• 

• 

• 

« 

30*00 

99 

. 9*31 


• * « « 

• 

• 

• 

* 

16*00 

99 

• * 


Lac, gum and raisins . 

« 

. 

• 


9*36 

99 

*93 

f 99 

Hides and Skins (raw) 

• 


• 


6*71 

99 

■ 57 

99 

Metals and Ores . 

« 

- 

• 


3*67 

99 

*37 

99 

Grain, pulse and flour 

• 


• 


2*93 

99 

• • 


Seeds .... 

« 

• 

• 

• 

1*84 

»> 

*46 

99 

Opium (Government) . 

• 

• 

• 

« 

1*67 

99 

* • 


Oil cakes , . . 

• 

• 

• 

• 

•92 

99 

*9 

99 

« « « • 

• 

« 


• 

•74 

99 

*25 

99 

Cotton manufactures , 

• 


« 

• 

• 62 

99 

*62 

99 

Manures . . 

• 

9 

• 


•69 

99 

•6 

99 

Dyeing and tanning substance 

• 

• 


•67 


•6 

99 

Drugs and Medicines . 

• 

• 

• 


•19 

99 

•3 

99 

Chemicals ( . .« . 

• 


• 


•10 

99 

*2 

99 


Total value 


130*80 

99 

20 ’Td” 

99 


Grand Total 

' 

• 

Total Value of Im- 
port and Export 
trade of articles 
mentioned above 
206*98 lakhs. 

Total value of Im- 
port and Export 
trade of articles 
mentioned above 
handled by In- 
dians 41*77 lakhs. 








Percentage 20. 


•Figures for the calendar year 1929, 

fFigures for the year Irom July 1928 to June 1929, 

3 0 3 
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Bales- 


Table No.'^2. 

Figures of the value of the trade handled by Indians in Raw Jute. 

Jute Export. 

July 1926 — June 1927. 

Rs. 


9,36,886 

35,13,620 

44,60,606 


Indians . 
Non-Indians 


21 per cent. 
79 per cent. 


Total 


5,94,75,360 
*■ 22,37,40,640 

28,32,16,000 


July 1927 — June 1928. 


Bales — 

11,09,837 

37,97,373 

49,06,310 

Bales — 

14,26,227 

34,09,296 

48,35,523 

Bales — 

15,06,291 

29,45,564 


<. Indians . 

. Non-Indians . 

Total 


224 per cent. . 
774 per cent. . 


July 1928 — June 1929, 


Indians 

Non-Indians 


294 per cent. 
704 per cent. 


Total 


July 1929— ^une 1930. 


Indians . 
Non-Indians 


• 34 per cent. 
. 66 per cent. 


Rs. 

6,92,44,721 
23, 85,09, 69T 

30,77,64,318 


Rs. 

9,31,05,680 

22,26,06,794 

31,56,12,474 


Rs. 

9,87,44,334 

16,22,68,413 


44,61,865 


Total 


26,10,12,747 
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Figures of the valve of the trade handled hy Indicns in jnte nianufnctTircB. 

192S. 

Bags in pieces. Total value of trade, 

Bs. 28,25,05,069 


Indians. 

Non-Indians. 

Indians. 

Non-Indians. 

* , 


Rs. 

Rs. 

8,41,54,910 

43,06,67,391 

2,47,27,068 

25,78,68,001 

4,51,82,260 Coastal 

2,80,64,884 

• a 


3,89,72,650 

40,26,02,507 

• « 

• » 

8 J per cent. 

91 J per cent. 

Total value of trade. 

Hessians in yards. 

Rs. 

31,77,62,677 

Indians. 

Non-Indians. 

Indians, 

Non-Indians. 



Rs. 

Rs. 

28,61,10,869 

1,21,42,60,323 

6,71,95,464 

26,05,57,113 

1,66,13,019 Coastal 

81,11,001 

• » 



26,94,97,850 1,20,61,49,322 

IS per cent." 82 per cent, 

1926. 

Bags in pieces. 


Total value of trade, 
Rs. 26,28,07,750 


Indians, 


Non-Indians. 


Indians, 


Non-Indians, 


Rs. Rs. 

7,72,62,544 42,58,54,695 2,43,09,717 23,84,98,033 

3,68,04,289 Coastal 2,98,28,258 - 


4,04,58,255 
9J per cent. 


39, 60, ,31,437 
90|pc' •'ent. 
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Hessians in yards. 

Es. 28,41,93,914 

Indians. 

Non-Indians. 

I ndians. 

Non-Indians. 



Bs. 

Es, 

23,17,68,129 

1,27,68,01,418 

4, 2,08,117 

24,29,86,797 

1,60,04^,839 Coastal 

],00;28,774 



21,67,63,290 

1,26,67,72,644 

• • 


14^- per cent. 

86J per cent. 

1927. 


Bags in pieces. 


Es. 24,81,03,879 

Indians. 

Non-Indians. 

Indians. 

Non-Indians. 



Es, 

Es. 

€,78,76,710 

46,23,21,620 

3,10,12,986 

21,70,90,894 

1,24:,63,460 Coastal 

6,49,04,676 

» • 

• • 

6,64:,23,250 

38,74,16,945 

• • 

• • 

12f per cent. 

87J per cent. 



Hessians in yards. 

Es. 29,92,04,216 

Indians. 

Non-Indians. 

Indians. 

Non-Indians. 



Es. 

Es. 

19,46,84,000 

1,37,10,61,014 

3,61,66,496 

26,40,47,721 

1,16,67,000 Coastal . 

75,99,137 

• « 


18,30,17,000 

1,36,34,61,877 

• • 


11^ per cent. 

88i pei cent. 

1928. 


Bags in pieces. 

Total value of trade. 



Bs. 26,32,99,062 

Indians. 

Non-Indians. 

Indians. 

Non- Indians. 



Es. 

Es. 

1,41,78,976 

62,10,35,029 

1,71,24,439 

24,61,74,623 

6,20,67,226 Coastal 

4,84,64,271 

.. 

» • 

5,21,21,760 

47,26,80,758 

• • 

• • 

OJ- per cent. 

93i per cent. 







Hessians in yards. 


Rs. 31,61,43.757 

Indians. 

Non*Indians. 

Indians. 

Non*Indians. 



Rs. 

Rs. 

33,02,41,040 

1,27,29,57,949 

' 6,24,38,392 

37,05,365 

7.3,27,240 Coastal. 

91,06,225 

» • 


31,29,13,800 

1,26,38,52,724 

« • 

* , 

19f per cent. 

80i per cent. 




1920. 


Bags in pieces. Rs. 22 , 91 , 16,602 


IndiansJ 

Non-Indians. 

Indians. 

Non-Indians. 



Rs. 

Rs. 

'6,83,27,490 

G C P 

2,80,19,915 Coastal 

51,61,36,467 

6,17,41,698 

1,83,29,328 

21,07,87,274 

• • 

4,03,07,676 

46,43,94,869 


• * 

8 per cent. 

92 per cent. 



Hessians in yards. 

Rs. 29,68,36,700' 

Indians. 

Non-Indians. 

Indians. 

Non-Indians. 



Rs. 

Rs. 

37.70,76,013 

1,31,79,79,606 

6,53,04,067 

23,16,32,039 

87,96,763 Coastal 

1,43,13,658 

•• 

• • 

36,82,78,250 

1,30,36,65,848 

- • 

-• 

32 per cent. 

78 per cent. 





No. 6. 


Better prom the 

Exchange Banks’ Association, 

TO Mb. E. W. Buckley 


Member, Indian Central Banking Enquiry Comsuttee, dated the 
13th October 1930. 


Subject. — Up-couniry Branches of Foreign Exchange Banhs. 

I enclose herewith a hst of the above which I trust meets with your 
requirements. 

This I send you at the request of Coohe. 
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Foreign Exchange banka. 

TJp-country Branches. 

Cawnpore 

Chartered . 

• 


Opened 1920. 


National , 

• 

. 

a 1889. 

Delhi 

Chartered . 

• 

• 

„ 1912. 


National 


« 

„ 1895. 


Mercantile . 

« 

• 

„ 1912. * 


Lloyds 

• 

• 

(King King and Co.) 
Amalgamated with Lloyds 

Bonk February 1923, 

Amritsar 

Chartered . 

• 

• 

Opened 1910. 


National 

• 

. 

„ 1900, 


Lloyds 

- 


„ 1930. 

Lahore 

National 

• 


„ 1900. 


Lloyds 



„ 1928. 

Simla 

Mercantile . 

. 


„ 1923. 


Lloyds * 

• 

* 

„ 1910. 

(King Kmg and Co.) 
Amalgamated with Lloyds 
Bank February 1923. 

Rawalpindi . . 

Lloyds 

• 

• 

Opened 1906. 

(Cox and Co.) 
Amalgamated ■vrith Lloyds. 

Bank February 1923, 

Peshawar 

Chartered . 

• 

• 

Opened 1926. 

(Closed 1930.) 

Srinagar 

Lloyds 

• 

« 

Opened 1908. 

■ (Cox and Co.) ‘ 
Amalgamated with Lloyds 

Ba:^ February 1923.’ ' 

Murree 

Lloyds — 

w 

• 

Opened 1907. 

(Cox and Co.) 
Amalgamated with Lloyds 

Bank February 1923. 

Gnlmarg . • / • 

Lloyds 


• 

Opened 1909. 

(Cox and Co.) 





. A.malgamated ^Yit<h Lloyds 
: Bank February 1923. 

New Delhi . 

Lloyds 


• 

Opened 1927. 
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Indian Brohers and Exchange Btisiness. 

Question. —Avq any restrictions placed on Indian Brokers doinp- 

TStioTarthSeSs? 

j477Sjocr — 

— In reply to your letter of loth instant I am requested by 
the Alornbers of our Association to inform you that there are 
no rcstnctions placed on Indian Brokers doing Exchano’e 
Bumiess m Madras. Tliere arc two firms of European 
^lokcr.s end two Indian Brolcers and the volume of Exchange 
ousmess m iMndras does not in our opinion warrant more. 

CHAIEMAN, 

Associated Exchange Banhs in Madras. 

The 23rd Sepfembci 2930. 

Karachi. Iii reph- to your letter of 15th instant, there Is a long 
established Europe.an Brolcers Association in Karachi with 
whioh body the Associated Exchange Banks have certain 
ngi-ecmcnts. These agreements do not preclude the admission 
of an acceptable Indian as a broker by the Exchange Banks, 
but there are already too many brokers for the present volume 
of business in Karachi. 

CHAIRMAN, 

Associated Exchange Banhs in Karachi. 

The loth Sepiemher 1930. 


Question A . — Have nny K.xclmngc Banks in Calcutta pxircliasccl bills on Buenos Aires 
tritfiou! u Letter of Credit being opened ? 

Question B . — Have any Exchange Bonks in Calcutta purchased bills on Santos without 
a Ikittcr of Cre:lit being opened 7 


The Chartered Bank of India, 

Australia and China. 

'rho National Bank of India, 
Liniitojl. 


ing Corporation. 

1'hc Mercantile Bank of India, 
’Limited. 


'I'bc Yokohama Specie Bank, Limit' 
cd. 
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Buenos Aires. 

Santos. 

Lloyds Bank, Limited . 

Yes. 1929 £2,650 of 

which £77 S Indian. 
1930 £1,094 all 

Indian firms. 

No. 

Netherlands India Commercial 
Bank. 

No. 

No. 

P. and 0. Banking Corporation, 
Limited. 

/ 

No. 

No. 

Netherlands T"a'ling Society 

No. 

No. 


Question O. —Is it customary for Bantts to negotiate bills on Saint Freres London (D/A) 
without a Letter of Credit, or special arrangements being made by the 
drawees ? 


The Chartered Bank of India, Australia 
and China. 

The National Bank of India, Limited . 

The Hongkong and Shanghai Banking 
Corporation. 

The Mercantile Bank of India, Limited . 
National City Bank of TTew York . 

The Eastern Bank. Limited , , 

The Yokohama Specie Bank, Limited . 
Lloyds Bank, Limited .... 

Netherlands India Commercial Bank 
P. and 0. Banking Corporation, Limited 
Netherlands Trading Society 


No. But bills for moderate amounts have 
been purchased from close constituents 
of first class standing. 

No. 

No. But small bills • are purchased from 
approved drawers. 

No. 

No. 

No. But small purchases have been made 
of which 50 per cent. Indian. 

No. 

No. But small bills hove been taken 
occasionally from undoubted drawers. 

No. 

No. 

No. 


Question . — ^It has been stated that certain big European Commercial 
firms obtain facilities from the Exchange Banks for the pur- 
chase of produce at different mofussil centres and that similar 
facilities are not available to Indian Eirms. Can you kindly 
furnish us with statistics to show the assistance given by the 
Exchange Banks to Indian and non-Indian merchants in this 
respect ? 

Answer . — Statistics as to the amoxmt of finance given to Indian and 
non-Indian firms for the purchase of produce at mofussil 
centres cannot be produced as such items are not traceable 
or distinguishable in the Banking accounts of such clients 
or in any of the books of the Exchange Banks. 

, In almost aU cases, advances and cash credit facilities are 
given by the Exchange Banlrs for the general trading require- 
ments of the firm concerned. 

The stibject matter of this question was partly dealt with in 
connection with Cash Credit Accounts when the oral evidence 
of the Bank’s representatives was taken. 




Letter PROM B. Eamachandra. Eao, Esq., to the Secretary, the Central 
Banking Enquiry Cosemitteb, dated the 1st October 1930. 


am 


Jh elucidation of certain points referred to in my oral evidence I o*.* 
herewith sendmg you the information required under the following headings. 

I —The agency services which the Big Five of London perform gratui- 
tously can be understood, by a reference to Syke’s Book entitled “The 
JPresent Position of the Big Five or English Joint Stock Banking”. These 
ser^ces can be undertaken by some of the Indian Joint Stock Banks who 
perform some of these services for commission extracted from the customer. 
The Current Account of the customers of the Big Five of London are 
not paid and in return the banks compete with each other to extend their 
usefulness to the customers in several directions. Such sort of emulation 
does not exist in the Indian money market and as current accounts are 
paid these services are done or executed for some commission. 


1. The making of all kinds of pajments which customers desire to 

make. 

2. The collection of proceeds of dividends, coupons, drawn bonds, 

sales of investments, annuities and other rights to money and 
credit. 


3. The handling of all documents arising in connection with pur- 
chase and sales in the matter of foreign trading on the part 
of their customers. 


4. The gathering of reliable information by the intelligence or 

statistical departments. 

5. The storing of valuables, etc. 

6. The handling of income-tax business on the one hand and the 

executor and trustee business on the other. 

7. The buying and selling of stocks and shares by supplying lists 

of recommended investments and financial information for 
which indeed no direct responsibility is assumed. 

8. The acting as issuing houses for inviting subscriptions to new 

issues of capital on behalf of firms seeking to obtain capital 
from the public. 


The customers of the Indian Joint Stock Barks do not indeed require 
such a wide variety of facilities Just at present. But it mdicates the scope 
■of future action on the part of the Indian Joint Stock Banks. 

(This is in elucidation of the oral question of Sir Purshotamdas 
•Thakurdas.) 

The treatment of foreign Banks in Turkey. 

The national Government of Turkey msiste on the appointaent of 
Turkish citizens as Bank officers on a fifty to fifty basis, i.e., if there are 
two managers, one must he a Turkish citizen and so on. 

The latest piece of information about Turkey’s attitude towards the 
lorei-m bS is the prohibition of the use of meohanieal devices wtaoh 
iffight^result in throwtog the Turkish people out of employment. (Indian 

’Bank), 
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See “Statesman”— Juiy 14, 1928— (See Sir Bliupendranatb Mitra’s 
questionnaire). 

The discounting of Bills of the Tata Industrial Banlc in the Calcutta 
{Money Market — 

See Question 12580 of Sir Alexander Murray -addressed to Mr. M. M. S. 
Gubha-y (Hilton-Young Commission) London Evidence — ^Vol. V, p. 125 — 

“As a matter of fact the Tata Steel Company and the Indian Iron 
and Steel Company do draw at 90, day sight on buyers of their 
goods and these are now discounted with the Imperial Bank 
in Calcutta. Now that Sir Alexander Murray is returning 
along with the Boj’^al Commission on Labour a reference can 
be made to him to give the Committee an idea of the extent 
of the bills discounted bj' the Imperial Bank of India.” 


No. 7. 

Letter prom Seth Kasturbhai Lalbhai, to the Secretary, Ixdian Central 
Baneikg Enquiry Coimmittee, dated the 14th October 1930. 


With reference to yom letter dated 16th September 1930, I beg to 
give you the following infomiation. 

Seven memos, [of the National Bank of India Limited] have been 
enclosed herewith from v^hich you will find that the rate of interest charged 
is 7^ per cent, in three instances and 7 per cent, in four instances. Please 
return the memos, when you have done Avith them. 

Eiudher we had some correspondence regarding this vdth our London 
Shippers and this is what they nuote to us in August 1929. “WTien the 
Bank of England rate was at 41- per cent, all the Eastern Banks charged 
6 per cent, interest on bills drawn on customers in India. When the 
bank rate was increased to 5h per cent, they all increased their Bill rate 
to 7 per cent, and per cent.” 

Begarding the rate of exchange I hope to VTite to you shortly. 

The rates of deposit offered by a mill under my management are as 
xmder ; — 


1923 

May 192C> ..... 

January 1927 .... 
October 1929 .... 

I tiTist this will be found satisfactory. 


6 per cent. 

5 » 

5i „ 


Letter frobi Seth Kasturbhai Lalbhjat, to the Secretary, Indian Central 
Banking Enquiry Comahttee, d.ated the 14th February 1931. 

T beg to acknowledge receipt of your letter dated Pith inst. togeflier 
with a copy of my oral nvidenc'^, and thank you for the same. I am sorry 
it is not possible for me To give you the necessary information regarding 
the exchange rate. 
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No, 8, 

Letter from Dr. P. J. Thomas, to the Secretary, Indian Central 
Banking Enquiry Committee, dated the 12th Decebhjer 1930. 

,, information on most of the points raised by you about 

ihe Nidbis. The chief points are summarised below:— 

1. The total number of Nidbis registered till 31st December 1929 

were 1,021. 

2. The total number of Nidhis that have gone into liquidation till 

the same date were 724. 

3. The number that therefore remained on the registers at the same 

date were 297. 

In di’awing conclusions from these facts, it must be borne in mind that 
a, large number of Nidhis are terminable transactions and are extinguished 
by the mere efQux of time. This, however, cannot be said of the liquida- 
tions during certain periods of panic or mania. Eor example, in 1872, it 
was discovered that the Nidhis had no legal status, not having been 
registered under the Indian Companies Act, This led to the collapse of 
several Nidhis, involving a loss to the extent of Es. 20 lakhs. In 1905-06, 
there arose a mania for the starting of insurance societies (chiefly for 
marriage insurance) modelled on the provident societies of Calcutta. 
Several of those were bogus concerns and soon collapsed. We may say, 
however, that from 1912 onwards, more than 50 per cent, of the Nidhis 
liquidated by the mere efflux of time. 


4. Statistics of existing Nidhis. 

' 1. Paid-up capital 

2. Deposits 

3, Reserves . ,..*•• 


Rs. 

2,02,74,496 

62,45,361 

20,05,547 


No. 9. 

Letter from Principal M. L. Tannan, to the Secretary, Indian CentraE 
Banking Enquiry Goottee, bated the 25th September 1930. 

As desired by the Chairman, Indian Centr^ Bankmg Enquiry 
.as uesireu uy pvidence I send herewith 4 copies (1 for 

anTV r .lining 3 

Weanling Bdneation) of the Queettonneire of 

the Committee. 
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EXTRACTS BEAEING ON THE NEED AND SUITABILITY OF 

UNIVEESITY TEAINED MEN EOE EMPLOYMENT IN BANKS. 

! 

Shabmitted by Mr. M. L. Tannan, M.Oom. (Birm.), Bar.-at-Law,^I.E.S.r 
Principal, Sydenham College of Commerce and Economics, Bombay, 
in further support of his written answer to question No. 4 in Part IV 
(Banking Education) of the Questionnaire of the Indian Central Bank- 
ing Enquiry Committee, 

1, Mr, Gresham Gray says that the university man would solve the main 
difficulty of finding suitable men for the higher posts in banks; — 

I 

“The main difficulty of finding suitable men for the higher posts is, 
I believe, due to lack of proper organisation and training of 
staffs, and attempts have been made to get round this diffi- 
culty by offering special inducements to Public Schools and 
University men to enter the service. Before the days of large 
amalgamations, some of the country banks w'ent in so far as- 
to entice these men b 5 f promises that, all being well, they wouldi 
ultimately be given seats on the Board. 

. . . The Banks are crying out for brains and character, and pay 
handsomely for these qualities, and there are senior staff 
positions carrying responsibilities and pay of wffiich any man 
might be proud. My experience has been that the prospects 
to competent men of reaching these posts at a reasonable age 
are good enough to satisfy the most ambitious, and it must 
not be forgotten that university men would start the race with 
great initial advantages,” 

(October, 1925 issue of the Journal of the Institute of Bankers, 
pages 357-358.) 

2. The same waiter pleads for concessions to the university candidates, 
who are bound to increase the efficiency of bank staffs : — 

“ There are, however, two disabilities under which the university 
candidate wffio has taken his degree enters the service, and 
which ought to be removed. His age of entry is necessarily 
three or fom’ years later than that of the ordinary candidate, 
with the consequence that he is handicapped both in his^ 
initial salary and as to the basis on which his pension is 
calculated. In common fairness, therefore, his salary should 
start at the figure to w'hich he would be entitled had he joined 
the bank at the normal age of entry, and the years spent at 
the university should be accounted to him for pension, 

“ It is my firm opinion that a constant supply of the best candidates 
for the higher posts can only be assured by a sound system 
of organisation and training and when the banks tighten up 
their machinery on the lines indicated, the university man 
. will, I believe, enlist. And if this does come about, the bank 
staffs will, as a result of keener competition, become even more 
efficient than they are to-day.” 

(March, 1926 issue of "The Banker”: Article headed “The Banks- 
and the Universities”.) 
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4 .T, ill liis presidential address before 

tbe members of tbe Institute of Bankers, while declaring that uniyersity 
trainme' and aualinp.af.mnc 



the University and the business houses : 


But we must not shut ourselves out from taking in men who have 
preferred to get their education first, and some to ug at a some- 
what later age than our normal entrants, with the recom- 
mendation of a university course certified by a diploma or 
degree. It is in the hope of getting a supply of good recruits, 
men who had the foresight and the grit to see that education 
is the sure way to success, that we have supported and are 
closely following the_ movement for the Commerce Degree m 
London. An essential element, as a liaison department 
between the University and the business houses, will be the 
establishment in the City of a “University Bureau”. It is 
proposed that the princip^al functions of this bureau shall be 
in the fii’st place to guide, advise, and assist in matters of 
commercial studies all external students of the University 
residing in London or elsewhere, who are preparing for the 
Commerce examinations, and secondly to assist in the employ- 
ment of all qualified students or graduates by serving as a 
means of comm\mication between them and would-be em- 
ployees.” 


(April, 1920 issue of ihe Journal of the Institute of Bankers.) 

4. Mr. Joseph Sykes in his book “An Outline of English Banking Ad- 
ministration” while speaking of ‘Head Office Appointment’ observes as 
follows: — 

“At the present time, experiments are being tried (to a small extent 
only) to recruit some part of the stafi from men who have had 
university training. The foimation in recent years of the 
intelligence departments of the banks has helped to further 
the experiments.” (Bage 40.) 

6. According to “Scrutator”, holders of the Degree of B.Oom. should 
be marked out for “the higher executive” in bank service: — 

“ As most likely, the holders of the B.Com. Degree will be more or 
less specialists in one branch of commerce, recognition would 
more probably be on the lines of promotion to departmental 
posts, or the higher executive than on marking with a view 
to branch management.” 

(June, 1921. issue of the “Bankers’, Insurance Managers’, and 
’Agents’ Magazine”: ‘Staff Organisation’.) 

6. According to Mr. Charles Davis who declares that the prejudice 
against theruetical knowledge is misplaced, the possession of a diploma in 
banking is necessary for those who would be successful bankers : 

“After all it is not an xmheard of departure to institute an examina- 
tion in any calling of brain workers. Leaving out of consi- 
deration the professions, law, medicine, etc., where a diploma 
is compulsory as a preliminary to practising, one may call 
attention to the business or profession of Accounting. Any 
one with a knowledge of book-keeping can keep a set of books, 
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but if a v.'ould-be accountant expects to do ' anything in his 
walk of life, the possession of diploma of one of the two 
Societies of Accountants is absolutely necessary. It is diffi- 
cult to see on what grounds a similar proceeding should be 
considered superfluous in banking. If it is objected that bank- 
ing Is decidedly practical, so is accounting, and like the latter 
it is a calling in which theoretical Imowledge is as important 
as experience which can be gained in active work. Experience 
, comes to us, knowledge we have to seek. ’ ’ 

(October, 1922, issue of the “Bankers’, Insurance Managers’, and 
Agents' Magazine” : ‘Staff Organisation’.) 

7. Mr, Allan E. Wright says that he who will win the game of banking 
must comply with certain conditions which are mentioned below: — 

^'Business is a game, and those who would win, must 2?ay tbe jirice. 
You caimot play the game unless you know the rules and how 
to apply them. Siicccss in Business is not like war, to the 
most powerful, but to the fair, the just, the shrewd, the 
far-sighted, those who know the game and play it weU. And 
success in banking will come to the banker only, as he Imows 
and understands the rules and the precedents of the banking 
game. He must have a knowledge of the functions of money, 
the principles of economics, the customs of business, the 
science of accounting, the law of bank cheques. He must kno'.i? 
whom to trust and how to deal with people, how to finance a 
business, how to invest funds wisely, how to run a bank, and 
having learned the law and the practice, he will become a good 
banker.” 

(August, 1921, issue of “The Bankers’ Magazine”: ‘Study Your' 
Job — ^the Key to Success’.) 

8. Begarding the increasing scope given to graduates in banks in America, 
observes as follows : — 

“Another remarkable feature about the character of the personnel 
of an American bank is the large number of college graduates, 

one meets in bank service In America, the college 

graduate is highly rated. . . . The number of College men 
recruited for bank service has also been increased during recent 
years by the demand for men of good education, personality, 
and a knowledge of foreign languages to take charge of branches 
which American banks and trust companies were organising 
abroad.” 

(klay, 1922, issue of ‘-The Journal of the Institute of Bankers’, 
pages 207-208.) 

9. The increasing need for a thorough training in banking is emphasised 
in the following passage: — 

“Modern banking is far too complex to permit the individual banker 
to learn from 'personal contact and experience alone. . . . The 
best bankers are those who best xmderstand their business — the 
■science of — ^the law of it — the economics of it.” 

(August, 1921, issue of ‘The Bankers’ Magazine’, page 216.) 
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10. The following is a vigorous plea for banking education 

Therefore whether you be a bank clerk or bank oMcer, the question 
of banking education is a subject to which we are aU bound 
by that invisible cord of mutual interest. If the development 
of the personnel of the banks through practical education that 
has for its purpose further to extend into the lives of the junior 
bank men of our^ country, those immeasurable benefits that 
accrue from the increased knowledge of the fundamentals uf 
banking, a broader conception of the relation of banking to 
industry, commerce, and agriculture and perhaps best of all, 
those richer joys of a wide mental hori'!;on vnth its attendant 
broadened vision of life and its responsibilities, is not a matter 
of common interests both to bank employer and employees. 

I know not the meaning of words nor their application.” 

(September, 1921, issue of The Bankers’ Magazine'. ‘Banking 
Education, hy Stuart D. Beckley’, page 428.) 

11. The urgency of higher education in banking is admirably brought out 
in the following extracts ; — 

“Commercial schools can, indeed, turn out routine clerks, but not 
men who are able to climb the ladder to the top.”, 

(June, 1922, issue of “The Bankers’, Insurance Managers’, and 
Agents’ Magazine”: ‘Eoundation for Banking Education’, 
page 856.) 

12. Only First Class men can run modem banks : — 

“To run our big banks successfully, men of exceptional ability and 
character are needed. They must be, not only economists of 
a high order, but the equal in many respects of our elder 
statesmen. But one or tvro men of outstanding ability do 
not make a modem bank. The devolution essential to the 
successful and progressive administration of all big concerns 
demands a larger percentage of really first class men than are 
needed in smaller concerns of the same nature. So in banking 
the higher administration needs the assistance of an adequate 
stafi of well trained and educated men capable of carrying out 
faithfully and intelligently the policy decided upon at the' 
centre of affairs.” 

(November, 1922, issue of “The Bankers’, Insurance Managers’, and 
Agents’ Magazine”, pages 644-645.) 

13. The imperative need of trained bankers is emphasised in the follow- 
ing quotation: — 

“The use of the terni ‘trained banker’ is deliberate, for it is on the 
lines of definite professional education and status that future 
reorganisation must develop. . . . The man required for the 
future will have to not merely an expert accountant with a 
knowledge of commercial law flus an acquaintance with such 
questions as gold reserves, and foreign languages, but he must 
be a man of sound and wide education, who is able to under- 
stand political and economic questions, he must have an 
acquaintance with scientific developments and appreciate the 

. psychological outlook of the public towards the application of 

science to every day life ” 

3 D 


yol. n . 
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“Is it possible to obtain a supply of such men? It is quite certain 
the old system cannot produce them, but there is no reason 
why conscious efforts should not produce a sufficiency of men 
who will approach this ideal. . . . Doctors, Lawyers, school- 
masters and clergy have to pass qualifying examinations, why 
not bankers?”. 

(January, 1920, issue of “The Danlvers’, Insurance Managers’ and 
Agents’ Magazine”. ‘Banker or Bank clerk’.) 

14. Mr. J. G. Holt suggests a qualifying examination as condition of 
entering higher grades of bank service: — 

“In other walks of business life, where the qualities of administration 
and judgment, so necessary in the banking world are required, 
definite schemes of training are adopted. If a man wishes 
to become a solicitor of a chartered accountant, he has to 
sacrifice his time in preparation to pass difficult and com- 
prehensive examinations. Onlj- when he has nroved himself 
to be the possessor of sufficient ihcoretical knowledge to 
understand the inner meanings of his future business opera- 
tions, is he allowed to practice.” 

(August, 1921, issue of “The Bankers’, Insurance Managers’, and 
Agents’ Magazine”; ‘Staff Organisation’.) 

15. Mr. F. E. Steels exposes the absurdit}' of the idea that a knowledge 
of the theory of bankina is no good, and is concerned to find that people 
with such notions are not disappearing faster than they do: — 

“Their motto is ‘an ounce of practice is worth a ton. of theory’.. 
What was good enough for their predecessors is good enough 
for them. They despise theory and distrust books as an aid 

to banking Men of this school, It may be at once 

admitted are much less numerous than they were. They are 
dying out, but, like Charles the Second, they are ‘an un- 
conscionable’ time in dying. . . . ”. 

(January, 1926, issue of “The Bankers’, Insurance Managers’ and 
Agents’ Magazine”; ‘Practice and theory of Banking'.) 

16. Eegarding the need for theoretical training in Banldng, kir. F. A. 
Willman observes as follows in his book on “Banking as a Career”; — 

“The old method of training by mere observation and experience is 
in hanking, ns in many other spheres, inadequate for the 
present day, and while it is not desired in any way to dis- 
courage dorks from learning by studying the practices of 
others, it cannot he too strongly emphasised that professional 
educMion includes theory as well as practice. Banking is in 
no way a self-contained profession limited to the cashing of 
cheques or the receiving of deposits. It touches upon matters 
of law. of commercial practice, of economies and of science, 
and only by obtaining a knowledge of those, can fhc bank 

‘ official hope to perform his duties satisfactorily.” 

“The banks themselves encourage . such efforts What is still 

more important, the present tendency in making appoint- 
ments to positions of responsibility is definitely favourable to 
the trained man, so that all who seriously desire to make 
banking their career should give to the matter of professional 
education very careful thought.” 

(Banking as a Career by F. A. Willman, pages 67-68.) 
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. 17. J"- 1'. Oade, proposes that liiglier and executive posts on bank 

staffs snould bo «ho Tewai’d of a bigb professional exaniination ; 


Perhaps, Iiowever the crux of the whole position is the question 
of securing the charter, and if this were obtained, possibly 
none oi the suggestions discussed would be called for, as the 
status of banking will at once be raised and Associates of the 
Oharteied Institute of Bankers would be pub on a level with 
members of the other professions. A high professional 
Examination would be established, and members of the banks’ 
staffs who received the diploma or degree (for which perhaps 
(3 years of service will also be necessary) would automatically 
be graded in a kind of first division, similar to that of the 
Civil Service scheme. These men wjJl fill the positions of 
chief security clerk, chief cashier, accountant, assistant 
manager, and most of the senior positions.” 


(April-May, lf)2G. issue of “The Banker”.) 


No. 10. 

Letteu from the SEcnET.VRY. Mjllownehs’ Association, Bombay, to the 

Seciietaiiv, The Indian Central Banking Enquiry Committee, 

No. 696/63, DATED THE IST NOVEMBER 1930. 

On receipt of your letter, I sent out a special enquiry to all mills in 
Bombay, as a result of which I am in a position to supply the following 
statement : — 

There are 81 spinning and weaving Companies in Bombay with a 
paid-up Capital of Bs. 14-75 crores. Of these 81 mills, 7 have been closed 
for a considerable period. Out of the remaining 74, 64 mills with a paid-up 
Capital of Bs. 12-14 crores submitted complete information which shows 
that the debenture loans totalled Bs. 2-38 crores of which Bs. 45-5 lalchs 
had been loaned by i\Ianaging Agents; Bs. 52-7 lakhs had been loaned by 
Banks; and Bs. 139-5 lakhs had been loaned by tlie Public. In addition, 
the companies had Bs. 5'32 crores on loan from the Afanagiug Agent; 
Bs. 2-26 crores on loan from Banks; and Bs. 2-73 crores on lotin from the 
public in the form of deposits. 

The information given above relates to the position as on October 1st, 
1930. 


No. 11. 

Letter from the Honorary Secretary and Treasurer, The Indian 
(Society of Accountants and Auditors, Bombay, to the (..^ecret^^^y, 
The Indian Centrai, Banking Enquiry Committee, dated the th 

November 1930. 


In reply to your letter No. 2694, dated 6th October 1930, I enclose 
herewith a letter of to-day’s date addi'essed by me on behalf o 
Council to the Chairman and Members of your Committee, and shall fee, 
much obliged if vou will place it before the Committee. 

3 D 2 
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Letter from the Honorary Secretary and Treasurer, The Indian 
Society op Accountants and Auditors, Bombay, to the Chairman 
AND Members op the Indian Central Banking Enquiry Committee, 
dated the 6th November 1930. 

With reierevce to your Secretary’s letter No. 2694, dated 6th October 
1930, asking for information on certain questions arising from the ofa! 
evidence given by the delegates of this Society before your Committee on 
the 24th September 1930, I am directed to state as under. 

2. With regard to clause (1) of the first paragi-aph of your said letter, 
tve understand that in Germany the German law does not recognise 
bankruptcy proceedings outside Germany and in no case would it recognise 
a voluntary liquidation. In a recent case brought to our notice of volun- 
tary liquidation of a well-known company in Bombay, which had some 
creditors and a debtor in Germany, the liquidator could not recover the full 
amount due to the company by the German debtor as the warrants of 
distress taken out in Germany after the commencement of the liquidation 
by the German creditors of the company against the assets of the com- 
pany in Germany (i.c., the debt due to the company by the German debtor 
aforesaid) were said to be effective under the German law. Tt may be 
noted that under the law in force in British India (as in England) an 
attachment or any execution proceedings against the property of a company 
in liquidation would not be allowed, but all creditors would have to sub- 
mit their claims to the liquidator of the company for payment ratably. 
However, under the German law, which we understand is called “Bremen 
Eule 10,” German natibnals are protected against foreign banlcruptcy 
or liquidation proceedings, and foreign executions levied by non-German 
creditors against the property of German debtors are ineffective till the 
dues of all German debtors of the company are met in full. We tried 
to get further official information of this Bremen Eule 10 from the German 
Consul in Bombay but we regret that that official has expressed his in- 
ability to give any information regarding this particular Eule. He, how- 
ever, informs us that to the best of his knowledge he believes that the 
laws of Germany and of some other European countries have some such 
similar provisions as mentioned above in order to safeguard the interests 
of their respective nationals against bankruptcies and liquidations o^ foreign 
individuals or concerns. If your Committee desires further authentic Infor- 
mation regarding the German law in tlie matter we would suggest that 
you may write officially to the British Consul at Hamburg who may per- 
haps be able to help you in the matter. 

3. In connection with the point raised by Sir Purshotamdas Thakurdas, 
Vice-Chairman of }mm: Committee, regarding the scale of fees of auditors 
for auditing the accounts of banlis in India, I am directed by my Council 
to state that such fees vary according to the circumstances of each indivi- 
dual case. However, it may be estimated that the audit fee charged 
by an average qualified auditor recognised under the Indian laws for 
auditing the accounts of a small branch of a bank in the country, which 
may take about a day or two, would come to about Es. 50 to Es. 100 
for the principal plus remuneration for bis assistants, which per each 
assistant may be computed at nearly one-third of» the aforesaid professional 
fee of the principal himself. There mav be in addition, some out-of -pocket 
expenses for travelling charges, etc. The fee for auditing the accounts of 
larger banking institutions is likely to be proportionately more. As men- 
tioned before, your Committee will appreciate that these are only rough 
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estimates for your guidance and that various other circumstances including 
the question of su^ly and demand wiU have to be taken into considera- 
ti6n in finally deciding the audit fee of a concern including a bank. 


No. 12. 

Supplementary answers by Mr. K. M. MacDonalu, Managing Governor 

Imperial Bank of India. 

What is your experience in regard to the question as to whether the 
branches of the Imperial Bank of India draw from their Head Offices or 
th© H6ad Offices are supplied with, funds by their branches considerin'^ 
the position throughout the whole year?— The proportion of trade advances 
to_ deposits IS higher at the Local Head Offices than at branches and to 
this extent it may be said that the Local Head Offices are supplied with 
funds by their branches. The difierence is less marked in the Madras 
Presidency where branch advances have been more developed and is likely 
to decrease in the Bengal and Bombay Circles as time passes. This 
phenomenon does not mean, however, that any part of India is prejudiced 
by a withdrawal of funds for use elsewhere by reason of the operations of 
the Bank, for a considerable part of the advances made in the large 
centres is used in the mofussil and the fact that, wherever the Bank has 
been established, money rates are lower than before is an indication that 
money is mobilised in the hands of the Bank for the benefit of the 
country as a whole — in other words money is rendered more fluid, and 
flows more readily to where it is required. The advantages of this to 
borrower and depositor are obvious and it is unfortunate that the provincial 
critics of this movement of funds so frequently ignore the interests of the 
depositor. 

It is said that none of the organised banking institutions of the country 
gives any direct assistance to the agriculturists and that the Imperial Bank 
of India has recently begun at a few centres to finance big landlords on 
personal security vdth sureties on the security of the produce or of gold. 
Would you kindly give the Committee some fuller details of this recent 
policy of the Imperial Bank, the provinces where it has been introduced 
and the measure of success it has attained? — ^In reply to your request for 
some compar.ative figures showing the extent of the Imperial Bank’s 
assistance to agriculturists in recent years, I have to sav that the Bank’s 
assistance to agriciilturists is by way of both direct and indirect advances 
and it is impossible to analyse them with any degree of accuracy.^ As a 
general statement it may he said that in the majority of cases tEe assistance 
is indirect. The Bank Is not organised to deal direct with the small culti- 
vator nor is it desirable that it should be organised to do so. 

The Bombay Provincial Banking Committee have made certain obsei*^- 
tions in paragraph 236 of their Eeport in regard to the curtailment of the 
cash credit facilities given to the Provincial Co-operative Bank by t e 
Imperial Bank and suggested that the authorities of the Imperial Ban ^ 
siiould be requested to reconsider their objections in the light of then* 
observations. Would you kindly consider their suggestion and fawur the 
Committee, with your views?— The Bombay Provincial Banking Enquiry 
Committee appears to have overlooked the fact that the document m 
question is not free from special conditions — vide the prohibitory clause 
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against subsequent charges contained in paragraph 6. The decision made 
by us "was come to after consideration of legal advice and we are of the 
opinion that the proper course is for the Bombay Provincial Co-operative 
Bank to amend their Debenture Trust Deeds in such a way as to cause 
the security offered to us to rank prior to that created under the deeds. 

The Bengal Provincial Banking Enquiry Committee have reported as 
follows: — 


“In the mofussil it has been stated that the branches of the Imperial 
Banlr evince a lack of sympathy in their attitude towards the indigenous 
bankei-s. Evidence has been received that the local branch of the Imperial 
Bank refuses to rediscount hundis bearing the endorsements of even the 
firms of highest repute in Dacca town, A complaint has also been made 
that the Imperial Bank does not afford any special facility a consideration 
even to the old, reliable and substantial Indian banking firms. In one 
case a cheque for a large amount was dishonoured because it exceeded the 
amount lying to the credit of the firm by a paltry sum, although the 
cheque was drawn by a firm which deals with the Bank in lalths." Have 
you any observations to make on this statement? — ^Thc statements ai*e of 
a very general nature and are not in my opinion borne out by facts. The 
Bank is raixious to extend its business in every possible way. including its 
dealings with indigenous bankers, and that being so it is clear that a sym- 
pathetic attitude is cur best policy. In my experience most difficulties 
which arise arc due more to the conservative mentality of the indigenous 
banker than to lack of sympathy on our part. As a class, it has been 
said that they are reluctant to conform to the methods of business under 
which Joint 'Stock Banking is carried on. 

It is said that at pi'esent in Burma the rate charged by banks is aboul? 
2 to 3 per cent, above the Bank rate in the busy season and about to 
2 per cent, above the Bank rate at other times. As the Bank rate itself 
is high in the busy season, the Manvaris, Mooltanis and Gujeratis send 
their bills to Calcutta, Madras and Bombay to be discounted at better rates. 
The Burma Committee have pointed out that the Chotties cannot do this 
because the Imperial Bank at Madras charges to 2 per cent, more than 
it charges Marwaris for discounting exactlj^ similar hundis. Would you 
kindly tell the Committee whether there is any justification in this com- 
plaint and if so, how it can be remedied? — In reply to your enquiry 
whether the Bank charges higher rates to Chettiars in Bangoon than m 
Madras, I have to say that the rates for loans to Chettiars are, higher in 
Eangoon than in Madras for the reasons already stated. With reference 
to the statement that “the Imperial Bank at Madras charges the Chettiars 

to 2 per cent, more than it charges Marwaris for discount of exactly 
similar hundis”, I may point out that it is not the practice of the Bank 
to discount Burma bills for Marwaris or others at its offices outside Buima, 
Question 29 does not therefore appear to be based on facts. 


I enclose a copy of a note on the Acceptance Credit and its application 
to trade in India by Sir Basil Blackett which I understand has been 
published in the Journal of the Indian Institute of Bankers. Would you 
kindly fav<'mr the Committee with your views on the practicability of the 
proposals made therein and what steps would be necessary to carry out 
these proposals? — Until India has a true Central Bank and an organisation 
of merchant banker’s and acceptance houses the use of the ‘ acceptance 
credit there will continue to be on its present limited scale. So far as I 
know, in inland banking the use is at present confined to cases where the 
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Bank's customer asks the Bank to authorise a third party to buy the bills' 
of a fourth party drawn on the customer. The use is on a small scale 
for the following reasons amongst others: 

(a) the practical non-existence of documents of title such as ware- 

house waixants and Bailway receipts in suitable form, 

(b) the efficiency of the cash credit system which is much greater 

than would appear from Sir Basil Blackett’s remarks,, 

(c) the high stamp duty on bills, 

(d) the difficulty of introducing a form of bill which would be" 

accepted throughout India. 

If (a), (c) and(d)^ can be oyercome and a true Central Bank be brought, 
into existence it is possible that the facilities so provided v'ould induce a 
wider use of the s'^stem. 


Please give us details of Indian and European recruitment of the official 
class during the last few years for each circle. 

The number of European Officers and Indian Officers recruited since 1925 

in each Circle. 



J 

^ Bengal Circle. 

Bombay Circle. 

1 

j ]\Jadras Circle. 


I 

i 

1 Europeans. 

! 

! 

Indians. 

i 

Europeans. | 

Indians. 

1 

1 

Europeans. 

1 

Indians. 

1925 

i 16 i 

11 

9 

1 

1 

1 

7 

2 

1926 

4 1 

1 

■ 2 

1 ! 


1 

• • 

1927 

1 

! 1 

1 

2 i 



1 

1928 

1 

• • 

4 ! 

1 

3 

4 

1929 

1 

3 

1 

2 

2 

3 

2 

1930 . . 1 

• » 

1 

1 

• • 

1 

• . 1 

! 




Please supply the figures of share capital held at Bombay, Calcutta 
and Madras (also at Pangoon, if it is a separate centre) where the Share 
Eegister is kepi. 

Particulars of the Bank's Share Capital as on 30th June 1930i 

Bs. 

2,36,98,000 
2,57,81,125 
67,70,875 


Calcutta Kegister 
Bombay Register 
Madras Register 


5.62,50,000 
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Whafc portion of the share capital is held by Indians and what portion, 
if any, by non-Indians? 

Rs. 

Share capital hold by Indians as on. 17th May 1930 . 2,78,08,250 
Share capital held by non-Indians as on 17th May 1930 2,84,41,700 

* 

5,62,50,000 

At how many Branches is the first man an Indian? At how many 
Branches there are more than one Englishman in the stafi? 

(а) Number of branches at which the first man is an Indian 68 

(б) Number of branches at which there are more than one 

European on the staS ...... 23 

On what basis are advances made to the indigenous Bankers, Shroffs, 
Multanis and Chettics with regard to — 

(i) clean overdrafts, 

(ii) discounting of Hundles, £.c., assuming that the indigenous 

Banker is worth Bs. 5,00,000 himself and is operating with a 
worldng capital of another Es. 2,00,000 from the public, to 
what extent would clean advance be given to him and what 
would be the limit of discount for Hundis drawn or accepted 
by him? — As I stated befoi*e the Committee there are many 
factors to be considered besides a party’s worth when a Limit 
of credit is fixed for him. I quote four instances from the 
books of the Imperial Bank of limits of clean credit granted 


to indigenous bankers : — 

Party’s net estimated 

Limit of clean credit 

means. 

granted. 

Bs. 

Bs. 

3 lacs. 

3 lacs. 

4/5 lacs. 

8 lacs. 

5/6 lacs. 

lafi.s. 

4 lacs. 

3 lacs_. 


Answer to Question No. 8448 *. 

Eesult of enquiries into the instances placed before the Committee: — 

(1) The information placed before the Committee is not correct. 

The Bank’s business relations with the party in question were 
regulated by considerations unconnected with his association 
with the Andhra Bank. 

(2) The inference is wrong. Overdraft facilities to Banks (as distinct 

from demand loans) are granted only in special circumstances 
and are not placed at the borrowers’ disposal at any office. 
The Andhra Bank Avas offered loans at Cocanada on the same 
terms as these facilities are granted to other banks. 

(3) This statement is correct. The excess charges were made in 

error and have been refunded. 

(4) I am informed that this is a mis-statement of fact. Payment 

of cheques drawn on the Andhra Bank at Cocanada was not 
made on presentation and a collection charge was therefore 
made by us on one occasion, since when payment has been 
received on presentation. 


♦BoForonce'? are to questions in the volume of Oral Evidence. 


cfc 
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Answer to Question No. 8440. 

question and am strongly against any interference 
with the free flow of bankers’ funds between difierent countries. Inter- 
•ference with ^economic forces must in this, as in other instances, react in 
ways which largely defeat the pui-pose aimed at and cause hardship to 
•third jiarties. In my view the interests of depositors as well as those of 
horroweis must be considered. If banks cannot find sufiicient suitable 
investments in India for the potential deposit money they must reduce 
■deposit rates or invest money elsewhere. The higher the rates paid to 
depositors the more money they have to spend and the borrowing classes, 
xis., traders and producers, benefit thereby. Further as stated elsewhere 
I do not consider that trade or industry in India is in any way starved for 
finance. In my experience failures have been caused by bad management 
and not lack of funds. India has probably benefited more than most 
countries by the use of foreign capital and, if freedom in the movement 
of capital is interfered with, foreign capital will not be so readily available. 


3. On reading my oral answers to the questions on — 

(a) audit of co-operative banks, and 

(&) the appointment of an All-India Committee of Enquiry 
I feel I have not made my views clear and I iidll therefore amplify my 
answers. 


(a) The solvency of the co-operative banks depends on the solvency 
■of the societies, i.o., the safety of its investments in the societies. So 
long as A bank’s deposits continue to increase it need not realise its loans 
to societies ; it is only when the deposits begin to fall that such realisation 
will be necessary. The growing deposits of the banks have enabled them 
to permit extensions, renewals of loans, etc., to societies without incon- 
venience and many of these loans are now merely block loans. Even when 
repayments have been made the amounts have often been book adjusted 
or rcloancd at short intervals and the repayments do not represent genuine 
decreases in debt. 


The Act lays down that “audit shall include an examination of overdue 
debts and, a valuation of the assets and liabilities of the society’’ and this 
•clearly indicates that more than an arithmetical audit was intended. It is 
obvious also that when loans are allowed to run on from year to year, a 
pcriodiq-xl vahialion of the value of the security, c.g., tlie worth of the 
debtors and sureties, the value of land mortgaged and the value of the 
unlimited liability, is necessary. In cases where this is not done, and I 
^ have reason to believe they largely predominate, the audit does not coniply 
with the Act nor with necessary business precautions and unless the auditor 
•of a central bank satisfies himself that the auditors of the village societies, 
to which the bank has lent money, have can-ied out this duty, the audit 


of the central banks is a defective one. 

Paragraphs 19, 70 and 73 of the report of the Cominittee on Co-opera- 
tion in Burma and paragraph 46 of the report of the Committee on_ Co- 
operation in Madras make it clear to me that the audit m these provinces 
has been defective in the above as well as m many other respects. 

(h) As I stated in my oral answers I had not read the portion of the 
repor of the Eoyal Commission on Agriculture 
soLties. After reference to the report it is clear to 
the members did not go very deeply into the business aspects 
tion, and I revert to.my original opinion that it, is now necessary to appomk 
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an all-India Committee on the lines of the Maclagan Committee whose 
duties shall be confined to co-operative credit. They should, review the 
progress of the movement since the Maclagan report and should report oh 
how far the Maclagan Committee’s recommendations have been followed 
and what variations from their recommendations appear advisable in the 
h’ght of subsequent events. They should also make recommendations on 
the very important matter of the financial control of the movement after 
consideration of the practice existent in other countries. 


With reference to the outstanding items of information required by 
the Committee from the Imperial Bank the position is as follows: — 

Q.-8022 — Nomially the charge is the same for collection of bills re- 
ceived from banlfs whether the proceeds are paid before or 
after realisation and the matter of interest is usually balanced 
by extra work. 

Q.-8039 — Begret the information cannot be given. 

Q.-8079 I The information is being obtained and will be submitted 

Q.-8099 f ^he near future. 

Q,-8464 J 

Q.-8545 — Begret the information cannot be collected. 

Q.-8677 — Nothing to add to the reply to question 8493. 


IMPEBIAL BANK OF TNDI.A. 

Deposits and Advances as at the end of Mabch 1930. 

DepoHls. 

Percentage of total. 
Rs. 

Indian 40,17 lacs. 79 

European ...... 10,53 ,, 21 

60,70 „ 


Indian • 
European 


Advances. 


Rs. 


Percentage of total. 


. 32,77 lacs. 73 

. 12,35 „ 2T . 


45,12 „ 


Deposits 

Advances 


Banis*. 

Indian Banks. Other Bank*.. 


Rs. 

. 1,.35 lacs. 


Rb. 

2 25 lacs. 


. 2,39 


ff 


65 „ 


’ These fignrcB arc included in the totals of •• Deposits ’’ and “ Advaneca ” in the preceding taWea. 



IMPERIAL BANK OP INDIA. 

As AT THE END OB' MaNOH 1930. 

Deposits. [In thonflands of rupees.] 
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BillB. Cash Credit. Ovcrdralta. Loans 



OaIiOUTXA ; 

The 3r<J Deoembotf 1930* 
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Li^ of' branches opened by the Imperial Bank of Indio at centres where a- 
Branch of an Indian Joint Stock Bank already existed. 


Ambala. 

Meerut. 

Amritsar. 

M.rzapur, 

Assansol. 

Montgome’-j’-. 

Bereilly. 

-Moradabad. 

Bhagalpur. 

Mxiltan. 

Chapra. 

Mussoorie. 

Darbhonga. 

Muttra. 

Darjeeling. 

Muzaffarnagor. 

Debra Dun. 

Z^Iuzaffarpur. 

Dhanbad. 

Mymensing. 

Erode. 

Naini Tab 

Etawah. 

Nowshora. 

Ferozepore. 

PeshawDi. 

Fyzabad. 

Purnea. 

Ga3'a. 

Eangpur. 

Gojra. 

Rawalpindi. 

Gorakhpur. 

Saharanpur. 

Gujranwala. 

Sargodha. 

Hathras. 

Sialkot. 

Jhansi. 

Sitapur. 

Jubbulpore. 

Srinagar. 

Jullundur. 

Tinnevelly. 

Kumbakonam. 

Tirupur. 

Ludhiana. 

Triebur. 

Lyallpur. 

Vellore. 


Total Bankers’l Balances with the Imperial Bank of India. 

(In lacs.) 


Date. 

Exchange ! 
Banks. j 

Indian 

Joint Stock: 
Banks. 

31st March 1928 . • • • • • • • 

Bs. 

3,20 

Es. 

81 

30th September 1928 

3,71 

' 1,12 

31st March 1929 

3,28 

81 

30th September 1929 . 

2,02 

90 

31st March 1930 . . 

1,88 

81 

30th September 1930 . . 

1,88 

1,06 
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List of places where the Imperial 

Bank o f India 

has recognised agents for 


coUedwn bustness. 

Almorah. 

Dwarka- 

Mehsana. 

Sangrur. 

Amalner. 

Galle. 

Mianwali. 

Satara. 

Arrah. 

Giridih. 

Muzaffargarh. 

Satna. 

'3adulla. 

Gonda. 

Mysore. 

Saugor. 

Bagalkot. 

Gujrat. 

Narowal. 

Sbahada. 

Baliawalpore. 

Gurdaspuc. 

Navsari. 

Sheikhpura. 

IBahraich. 

Giirgaon. 

Kewara Eliya. 

Sbikarpur. 

Bannu. 

Hafizabad. 

Oorgaun. 

Shimoga. 

Baramati. 

Hardoi, 

Palwal 

Sidhpur. 

Barnala. 

Karibar. 

Pandharpur. 

Sonepat. 

Tasgaon. 

Baroda. 

Hassan. 

Panjim, 

Bassi. 

Hatton. 

Pasiur. 

Tavoy. 

Bhatinda. 

Haveri. 

Pat an. 

Tumkur. 

Bhusawal. 

Hazaribagb. 

Patiala. 

Unao. 

Bijapur. 

Hosbiarpur. 

Pondra Boad. 

Viramgam. 

Bul?ar. 

Islampur. 

Potlad. 

Wazirabad. 

Campbellpore. 

Janimu. 

Phagwara. 


Chalisgaon. 

Jamnagar. 

Pilibhit. 


Chakrata. 

Jbelum. 

Pondicberr 3 ’’. 


'Chandausi. 

Kalol. 

Port Okba. 


Channapatna. 

Kandj'. 

Purulia. 


Chhindwara. 

Kapurthala. 

Bae Baroillj\ 


Chitaldroog. 

Karjan. 

Bonder. 


Coonoor. 

Karnal. 

Eancbi. 


Dablioi. 

Khed. 

Banibonur. 


-Daltonganj. 

Kobat. 

Banikhet. 


Davangere. 

Kolar. 

Bazmuk. 


Debra Ghazi Khan. 

Kolhapur. 

Bowari. 


DeJira Ismail Khan. 

Kollegal. 

Bohtak. 


Jlharwar. 

Lahore Cantt. 

Boorkee. 


aDburi. 

Lonavala. 

Sahjabanpur. 


Dodballapore. 

Mardan. 

Maymyo. 

Saniastipur. 

Sangli. 



List of Admissions to Clearing Houses in India and Burma sines 

September 1927. 


Amixtsar . — Clearing House started in July 1928. . 

Members are; — 

Allahabad Bank, Ltd. 

Central Bank of India, Ltd. 

Chartered Bank of India, Australia and China. 

Imperial Bank of, India. 

Lloyds Bank, Ltd. 

National Bank of India, Ltd. 

Punjab and Sind Bank, Ltd. 

Punjab National Bank, Ltd. 

Bombay . — ^Bombay Provincial Co-operative Bank, Ltd. 

'■Cawnpore . — ^Peoples Bank of Northern India, Ltd. 

Delhi . — ^Peoples Bank of Northern India, Ltd., Imperial Bank of India, 
'Hew Delhi . — ^Lloyds Bank, Ltd., New Delhi. 

Karachi . — Peoples Bank of Northern India, Ltd. 

Lahore . — ^Lloyds Bank, Ltd., Peoples Bank of Northern India, Ltd. 
'Madras . — ^Bank of Hindustan, Ltd. (in October 1930). 
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Applications for Admission rejected since September 1927 

Hindustan. Ltd., applied in July 1929 but tbe 
majority of the members considered the application premature as the Bank 

teen refused membership bv 
the tlcaimg banlrs, nho did not consider it was necessary. 


tlEUS EXPRESSl'D BY SiR OSBORNE A. SmITH, ON THE PROPOSED EsrABLISlI 

MENT OF A BeSEKVE BaNK. 


It seems to me to be axiomatic that the control of Indian Currency, 
Credit, and Government ’& Exchange operations would ordinarily benefit if 
under one ■iiiiihority, but what sane authority would assume responsibility 
of these operations in such times as we are passing through and with a 
large proportion of the country’s reserves in unstable silver! Therefore, 
before a Beserve Bank comes into being I consider it essential that sub- 
stantial gold and sterling security reserves should be provided Adequate 
gold is/ hoarded in the country and Indians should have sufficient faith in 
their country to make such gold function by lending it (at good interest) to 
Government for Beserve Bank purposes. If we have no confidence in our 
country hiow can we expect lending countries to open their purses to us? 


The public liave become saturated with the idea that a Beserve Bank 
is a Panacea for all our ills and difficultie& and, while I heartily subscribe 
to the benefits that are possible, I must emphasize the necessity for its 
establishment on cautious sound lines, and on a firm unshakable reserve 
basis. 


The recent catastrophic fall In the ^aiue of silver, coupled with the 
universal trade depression and aggravated by loss of confidence, causing 
a flight of capital from the rupee, would have had dire effect on a Beserve 
Bank constituted on the basis contemplated in 1927. 


The maintenance of any fixed ratio in the foregoing circumstances, 
bearing in mind India’s fixed heavy sterling remittance programme on 
Government account, would be arduous in the extreme. The depreciation 
of a country’s currency 'is a very terrible thing causing untold misery and 
realized only to an extent in India by those who have hoarded s<ilver. The 
present exchange difficulties of, for instance, Australia, Brazil and the 
Argentine, and the past currency calamities in Bussia, Germany, Austria 
and other European countries, should be food for thought for those who 
advocate a break from established statutory values. _ To dissociate Govern- 
ment from the almost general suspicion of manipulation and selfish manage- 
ment of currency, I would advocate (jiending the establishment of a 
Beserve Bank which could not function for 2 or 3 years) as educational and 
a step forward towards the marriage of currency and credit control, the 
formation of .a Currency Board of say 3 Members. In malang this recom- 
mendation I must give expression to my opinion that the resolute co-opera- 
tipn of Government and the Imperial Bank has resul ed in our financial 
position being at least as stable almost similarly situated primary produc- 
ing countries ; and has left little cause for genuine complaint. 
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The capital of the Reserve Bank should be Share, not Debenture, capi- 
tal and a gold from hoards subscription would do much to restore confidence- 
and ara-est the flight from the rupee. 

M|7 idea follows the line of making, if feasible, the Imperial Bank the 
Central authority. This would necessitate (for a major reason explained 
hereafter) shedding its trading activities to preferably reconstituted Presi- 
dency Banks. 'Admittedly this reconstitution would be a complex problem, 
but not insmTOountable and of course subject to the consent of Impenal 
Bank shareholders. The Presidency Banks, which, in the past were highly 
popular and with their numerous branches throughout India would act as 
Agents for the Central (Imperial) Bank. 

I consider it absolutely essential to the control of credit that the Ex- 
change and other iMember Banks must keep an adequate substantial 
percentage of their call and Time liabilities with the Reserve Bank and this- 
is a primary reason why the Central Institution should be debarred from 
doing ordinary business. An added advantage in constituting the Imperial 
Bank the Reserve Institution is that a ready made commercial directorate 
comprising the foremost brains, both Indian and European, and subject 
to shareholders’ sanction would be available, thus removing the contentious 
rock on which the previous Bill crashed. The Board would be completed 
by Government’s nominations to represent Sectional interests. 

The question of Bill encouragement in substitution for the present 
popular cash credit system, and the creation of accredited Discount Houses 
can be considered at a later stage. Many obstacles have to be overcome,, 
not the least of which are vernacular difficulties. Control of credit in this 
country will, seasonally, present difficulties, as the usual remedy, Open 
Market Operation or the buying and selling of securities, is at times impos- 
sible (the present for instance). 

In regard to the alternative to my recommendations, viz,, the creation 
of an entirely new Reserve Bank I take it the Imperial Bank would act as 
Agents throughout India for such Reserve Bank and that all the restrictions 
vmder its Act which it at present labours under would be removed, and the 
Imperial would become an active competitor with the Exchange Banks. I 
consider it would be expensive and superfluous to create a new Institution. 
As the big centres at least are alrea% over-banked, and further competi- 
tion would seriously embarrass existing Indian Institutions, every considera- 
tion should be given to unscrambling the Imperial Bank as I have sug- 
gested. 


Replies by Sir Osborne Sjuth to sprci.\l questions. 

Wliat is yotu view with regard to the competition of a Bank aided in 
any manner by State funds, or deriving higher status on account of its 
association with Government with private and joint stock enterprise in 
banking in India ? — ^kly views would vary according to the circumstances of 
individual cases. A Bank that has the confidence of Government to ’ the 
extent of attracting its balances naturally enjoys added prestige, but' Gov- 
ernments usually exact (and this applies particularly to India) % full return 
m service for the value of minimum balances). At seasonal times Govern- 
ment balances are largely in excess of Ihe compensating minimum, bu^ 
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u»^u. v^eneraiiy speaiang however a Reserve Banlf 

“ risk sS 


- decided that the Reserve Bank should be a separate institu- 

’won, IS there any need for a &eparate Imperial Bank of India Act? Is there 
my objection to the Imperial Bank becoming an ordinary Joint Stock 
Bank under the Indian Companies Act on the same basis as any other Joint 
Stock SaM in this country? do not diverge from my view that the 
Impenal Bank should become the Reserve Bank. Should however a 
separate Reserve Bank be established it would be necessary for it to have 
agencies in the various centres, as it_ would be wholly unprofitable and an 
iniquitous charge on the Central Institution to open sufficient branches for 
its purpose. The sole institution in India with sufficient branches to ade- 
quately perform agency duties is the Imperial Bank and, as such duties 
would entail the management of Currency Chests, Treasuries, etc., the 
Imperial Bank Act suitably amended would be advisable, indeed necessary 
as the Bank must have a status and responsibility apart from other banlts. 


When the Imperial Bank thus ceases to have any special privileges or 
special obligations, if, in the interests of the country it is considered desir- 
able that they should engage on any one of the following lines of work, is 
there any special difficulty in making a special contract with the Imperial 
Bank, by which they will engage on this work along lines approved by the 
Government and they would be entitled to remuneration, compensation or 
.subsidy for this service: 


(a) Dealing in foreign exchange and discounting of foreign bills both 
export and import, 


(b) Lending out to industrial concerns for (i) initial capital, (ii) block 
■ capital, (iii) working capital against industrial security and for 
periods suitable for the industry. 

I do not follow whether you mean “dealings in the capacity as agents 
for the Reserve Bank or Government” or whether the Imperial Bank 
would shoulder the risk attendant to such transactions and use its • ovm 
funds for the purpose. If it is to use its own funds the Imperial Bank 
could only operate to the extent of available resources. However you 
probably have in view operations on behalf of Government in an agency 
capacity as you mention ‘"lines approved hy Government ^ as I canimt con- 
ceive any sound banker allowing dictation by any outside body, Govern- 
ment or otherwise, in the conduct of his own business. If this is so . 


(a) no difficulty. 

(h) (i) and (ii). I am wholly averse to a Trading (Commercial) Banic 
(and of course a' Reserve Institution) supplying money for t ese pui poses, 
though I am aware such business is done by certain Contmentol Banks 
who use Debenture capital and not deposits from t e pu i ic oi e p 
pose of such business. 

,(!)) (lii) If this means advances pending the marketing of produce or 
indu.ctrial goods-y-yes. , 


VOL. n. 
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^re non-Indim, the sole qualification should be stability. The amal‘^am*i 
'Tvi t I’^’e^^dency Baifi^s was in no way due to k coLpSH^ 

™ -pe4 


The prohibition of acceptance of 
qjrohibition of exchange business and 
similarly related. 


deposits in London is allied to 
its continuance or not should 


the 

be 


' . 7®®’ should be no interference with the deposit of Indian money 

'With foreign banlrs in India. I am strongly against any interference in 
matters of this soi-t as people should have the right to invest their money 
•us they wish : the more bants there are that compete for their money, the 
greater facilities the public will enjoy. 

‘ , The right of deciding the method of utilisation of postal savings bant 
balances and post office cash certificates must rest with Government who 
xio the work and guarantee interest and repayment. 


No. 13. 

Copy OF LEXTER No. 3845-T., dated the 2nd April 1931, from the Deputy 
Director, Eailway Board, to the Secretary, Indian Central Bank- 
ing Enquiry CoivBnTTEE, 

Warehouses at raihoay stations. 

I am directed to refer to the discussion which the Indian Central Bank- 
ing Enquiry Committee had with Mr, Hannay, Member, Bailway Bo.ard 
and Mr. D ’Souza, Officer on Special Duty with the Eailway Board, on the 
■fiOth March 1931, during the course of which the Committee asked for: — 
(at) an estimate of the cost of providing and working railway ware- 
houses at three stations and of the probable charge for storage 
therein. 

(b) the views of the Eailway Board regarding allowing private enter- 
prise to put up warehouses close to railway stations. 

As regards (a), I am to say that the estimate is being prepared, and the 
Eailway Board hope' to be in a position to communicate to the Committee 
the figures required dining the course of the next few days. 

2. In connection with (b) above, I am to say that the Eailway Board 
■have also considered the question of railway administrations providing and 
working warehouses. Any proposals that the Committee may put forward 
on this point will, as the Committee no doubt realise, necessitate a detaile<l 
investigation so that the full implications of the arrangement may be clear, 
but their preliminary consideration of this issue leads them |.o think that 
the arrangement "would not be practicable. On the main pi mt, however, 
on which the Eailway Board’s views have in the meantimo been invited, 
namely, the question of allowing private enterprise to proCde and work 
warehouses the Board recognise that at the present stage it is not possible 
for the Committee to indicate in detail what the working arrangements would 
be for the marketing of imports and exports when these wa? ;iihouse'S are 
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functioning. If, however, there is a definite demand from the trade for the- 
provision of such facilities and capitalists can be found to finance the 
arrangement, the Eailway Board would be prepared so far as State-managed 
Hallways are concerned and to use their good offices with company-managed 
Eailways to give such assistance as is practicable to make the arrangement 
a success. Their assistance in particular would be in respect of the following 
matters : — 

(а) the leasing of railway land, where available, for the construction 

of warehouses, at a reasonable rental, on the usual terms. 
The more important of these terms, briefly stated, are as 
follows : — 

(i) that three months’ notice should be given by either party for 

the termination of the lease, 

(ii) on the tennination of the lease any buildings, works, etc.,. 

upon the land leased may be purchased by the railway ad- 
ministration, and if not so purchased must be pulled down 
and the material removed from the land by the lessee at 
his own expense within two months, 

(iii) the lessee should indemnify the railway administration against 
all claims, etc., for any loss which the administration may 
sustain as a result of the working of the warehouses, 

(б) where railway land is not available and a warehouse is provided 

on privately-owned land at some distance from the railway 
goods shed, the provision of a railway siding, if practicable, to 
serve the warehouse, on the usual “assisted siding” terms. 
Particulars of these terms can be furnished to the Commitlee 
if desired. 

(c) co-operating with • the warehouse company in the delivery and 
despatch of consignments, so as to facilitate the transfer of 
goods from the railway goods shed to the warehouse, and 
vice versa. 

Other directions in which railway administrations could assist the v/are- 
house company in its business would doubtless be manifest when the scheme 
begins to function. 


Copy of letter No. 3845-T., d.\ted the 6th of April 1931, prom the 
Deputy Director, Railway Board, to the Secretary, Indian Central 
Banking Enquiry CoMmTiEE. 

Warehouses at railway stations. 

In continuation of the Railway Board’s letter No. 3845-T., dated the- 
2nd April 1931, and noth reference to item (a) of the first paragraph thereof, 
I am directed to state that for the purpose of estimating the cost of provid- 
ing and working railway 'warehouses and the storage charges to be levied for 
goods stored therein, -the following three stations have been selected: — 

(i) Dinajpur (on the Eastern • Bengal Railway) — a jute booking 

station. , - . , ■ , 

(ii) Okara (on the North Western Railway) — a gi'ain booking station-. 

(iii) Akola (on the Great Indian Peninsula Railway) — a cotton book- 

ing station. 
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2. I am to enclose a statement for eacK of these three stations from 
which it will be seen : — 

(a) that the cost of providing warehouses is estimated to be: — 

Es. 

At Dinajpur . . r, 

At Okara _ 52,000 

At Alcola «•« %•••* 79 000 

In arriving at the cost, it has been assumed that the maximum storage 
accommodation required ‘at any one time will not exceed one-tenth the 
annual volume of the traffic in the principal commodity dealt with at the 
station. On this assumption, the estimate provides for warehousing facili- 
ties as follows : — 

At Dmajpur, for 44,000 maunda (as the total quantity of jute booked 
from this station during the year ending 31st March 1929 was 
about 444,000 maunds). 

At Okara, for 56,700 maunds, (as the total quantity of all sorts of 
grain, pulses and seeds booked from this station during the 
year ending 31st March 1929 was about 567,000 maunds). 

At Akola, for 58,300 maunds (as the total quantity of cotton full- 
pressed booked from this station during the year ending 31st 
December 1930 was about 583,000 maunds). 

(b) that the annual cost of working (including* interest, etc., on capi- 

tal outlay) is estimated to be as follows : — 


Ks. 

At Dinajpur 
At Okara 
At Akola 


14,690 

12,200 

13,600 


In regard to the provision made in the estimate for staff, it is not practi- 
cable without actual experience of working to say whether the number pro- 
vided is adequate or otherwise. 

Insurance charges and charges for grading have not been taken into 
account, as information is not readily available on these points. 

(c) that the storage charges per maund per day, without aUovdng 
for any profit, are estimated to be as follows : — 

/ 

‘ . - * pie. 


At Dmajpur 
At Okara . 
At Akola . 


0 - 363 
0-225 
0 - 246 


For the purpose of aniving at these s/ ige charges it has been assumed 
“that the average amount in the wareh(/ lach day will be half the 
mum amount for which accommodations^ 1 be required, as the traffic in 
the principal commodity dealt with is seasonal and for about six months in 
Iihe year the storage accommodation is not likely to be used to any 


-appreciable extent. 
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Pro forma estimate of the cost of providing and working a railway] 
warehouse at )Dmajpur (Eastern Bengal Eailway) and of the storage charges 
to he levied. 

Maunds, 

1. Total amount of juto booked annually 440,000 

2. Storage accommodation required at one -tenth the annual 44,000 

quantity oTjute booked for. 

3. Stacking area required for stacks 12 feet high, for jute 

bimdles at 3 • 9 cubic feet per maund t — 


44,000 X 3*9 
12 


14,300 sq. ft. 


Add 10% for office and passages, 1,430 sq. feet. 

Total area for stacking 15,730 sq. feet. 

Rs. 

4. Cost of warehouse at Rs. 4-8-0 per square foot . . , 70,785 

5, Land, a quarter aero, at Rs. 700 per aero ~ . 175 

C, Platform, 10 feet wide and 200 feet long, at Rs. 14-S-O per 2,900 

Imeal foot. 

7. Siding, 170 yards (1/1 0th milo) at Rs, 40,000 per mile . V 4,000 

8. Points and crossings, one set ... ' . , 1,200 

9. Total cost of warehouse and facilities (items 4 to 8) , . 79,060 

say, 80,000 

10. Interest, maintenance and depreciation charges, annually, 7,C00 

at 9^ of cost (item 9). 

11. Staff per annum . . i > . , , . . 3,280 



Rs. 

(f) Supervisor at Rs. 100 per mensem , . 1,200 

(ii) 2 clerks, each Rs. 00 per mensem for 6 months 720 

(iii) 1 Clerk at Rs. 00 per mtnsom for 12 months 720 

(iv) 3 Chowkidars, each Rs. 15 per mensem for 540 

12 months. 

(v) 20% of salori'es under items (i) to (iv) to 640 
cover leave pay, provident fund, gra- 
tuity, etc. 

Rs. 

12. Handling charges, assuming half tho total quantity booked 1,640 

annually is stored. 

Bs. 

(i) Stacking atRs. 4 per 1,000 maunds . p |S80 

(ii) Delivery at Rs. 3 per 1,000 maunds . i*60 

Rs. 

13. Stores, stationery and forms, say ..... |100 

14. Supervision, at 12J% of the costs under items 10<to 13 . 1,630 

16. Total annual cost of providing and working the warehouse 14,690 
(items 10 to 14). - - * - ■ 

Maund-days.. 

16. Maund-days to be charged for, assuming that on the average 8,030,000 

one-twentieth of the total quantity booked is in tlie 
warehouse every day throughout the year 22,000 X 366. 

Pie, 

17. Storage charge per maund per day (item 16 .r item l6) . 0*368 



Pro forma estimate of the cost of providing and worlcing a railway 
warehouse at OUra (North Western Bailway) and of the storage charces 
to be levied. ° ^ 


1. Total amount of grain, pulses and seeds boolced annually T 

2, Storage acepmmodatioxi re^uir»d, at one-tenth of annual 

quantity of grain, etc., booked for. 


3, 


Stacking area ri'quired for stacks 12 
feet per bag (2|- maunds in a bag) : — 


feet high, at 6 cubic 


567,000 X 6 

2-5 == 136,050 cubic feet. 


Maunds. 

667,000 

56,700 


136,080 

pj — =11,340 square feet. 

Add 10% for office and passages, 1,134 square feat. 


Total area for stacking I2,474sq. ft. 

Rs. 

4. Cost of warebouso, at E,s. 3-8-0 per sq. ft. . . , , 43,659 

6. Land, a quarter acre, at Rs. 600 per acre . , , . 150 

6. Pla form, 10 feat wide and 200 feet long, at Rs. 14-8-0 per 2,900 
lineal foot. 


7. Siding, 176 yards (1/lOth mile) at Rs. 40,000 per mile , . 4,000 

8. Points and crossings, for one set , 'i '7 . . . 1,200 

9. Total cost of warehouse and facilities (items 4 to 8) . . 61,909 

. say, 52,000 . 

10. Interest, maintenance and depreciation charges annually at 4,940 

9i of cost (item 9). 

11, Staff per aniium . 


3,820 


Rs. 


(i) Supervisor at Rs. 100 p.m. . . , 1,200 

(m) 2 Clerks, each at Rs. 60 p.m. for 6 months . 720 

(Hi) 1 Clerk at Rs. 60 p.m. for 12 months • 720 

{iv) 3 Chowkidars, each at Rs. 15 p.m. for , 540 

• 12 months. 


(v) 20% of salaries under items (i) to (iv) to 640 
cover leave pay, provident fund, 
gratuity, etc. 

12. Handling charge", assuming half the total 

quantity booked annually is stored. 

Rs. 

[i) Stacking at Rs. 4 per 1,000 maunds . . 1,137 

Hi) Delivery at Rs. 3 per 1,000 maunds . 853 

13. Stores, stationery and forms, say , , . . • 

14. Supervision at 127% of the cost under items 10 to 13 , • 

16. Total annual cost ol providing and working the warehouse 

(items 10 to 14). * 

16. Maund-days to he charged for, assuming that on_ the 

average one-twentieth of tlie total quantity booked is m 
the waiehouse every day throughout the year. 

( 

17. Storage charge per maund par day (item 15-r item 16) - , 


Rs. 

1,990 


Es. 

100 

1,360 

12,200 

MaUnd-days. 
28,350 X 365 
= 10,347,750 

Pie. 

0’225 
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Pro forma estimate of the cost of providinjv and worldgng a railway 
Hvarchouse of Akota (Great Indian Peninsula Hallway) and of the storage 
charges to be levied. 

Manuds. 

1. Total aniount of cottoa booked annually . . . 580,000 

2. Sfcora^o aooomrmdation required, at one-tenth the annual 58,000 

quantity of cotton booked for. 

3. Stacking area required for stacks 12 feet high for cotton 

bales at 24 lbs. per cubic foot : — 


58,000 X 82 
24 


(lbs. per maund.) 


•—198,167 cubic feot. 


198,167 

12 


= 16,514 square feet. 


Sq. ft. 

Add 10 % for otfice and passages . . , 1,650 


Total area for stacking .... 18,164 eq. ft. 

Rs. 

» 

4. Cost of warehouse at Rs. 3-S-O per .square foot . . . 63,578 

5. Land, a quarter aero, at R?. 600 per acre .... 126 

6. Platform, 10 feet wide and 200 foot long at Rs. 14-8-0 per 2,000 

lineal foot. 


7. Sid'ng, 176 yards (1/lOth ratio) at Rs. 40,000 per mile , . 4,000 

8. Points and crossings, for one sot . . , , , , 1,200 

9. Total cost of warehouse and facilities (items 4 to 8) . . 71,803 

say, 72,000 

10. Interest, maintenance and depreciation charges annually ot 0,140 

94% of cost (item 9). 

11. Staff per annum . - r . . , , 3,820 


Rs. 

(i) Supervisor at Rs. 100 per meusom . . 1,200 

(ii) 2 clerks, each at Rs. 00 p. m. for 6 months 720 

{in) 1 clerk at Rs. 00 p. ra. for 12 months , 720 

{iv) 3 Chowkidars, each at Rs. 16 p.m, for 12 640 

mouths. 

{v) 20% of salaries under items (i) to [iv) to 640 
cover leave pay, provident fund, 
gratuity, etc. 


12. Handling charges, assuming half the total quantity bookerl 
annually is stored. 


' (t) Stacking at Rs. 4 per 1,000 mannds . . 1,160 

(u) Delivery at Rs. 3 per 1,000 mauttds . - . • 87C - 


Rs, 

2,030 ■ 




Summary. 

Fercentages of Indict,’ 3 Foreign Ifade in ierms of Bills passed through the Exchange BanJcs during the gears 1925 and 1929 
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No. I'i — conld. 
Summary — conid. 
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CALCUTTA. 

Fercejiiages 0/ Exports anfl Imiaorts Bills relating to Indian anil Non-Tndian Firms. 
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Chairman, 

Exchange Banks Association, Calcutta. 



KARACHI. 

PercenUges of Exports and Imports Bilh relating to Indian and Non-Indian I mm. 



UP-COUNTRY FIGURES. 



UP-COUNTllY figures. 
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'APPENDIX lYi , : 

i 9,- Queens'way,.Ne-^ 


, Delhi; 


express 
by the. 

lenerai 
Lids of ^ 


Dated the 21st Mar^Ji 1931. 

. .. -. .Banlmig Enquiry Committee.:. 

Dear Sir Bhupeni'RA Nath Mitra, ■ , ■ ; 

It has been. brought to my nooice''that in the course' of the exaiination ‘ 
of the representatives of 'the Bengal Chamber of Commerce, it \ks ' sug- 
gested that a supplementary memorandum on the yarious point under 
consideration might be of value, hut that ho. sucli merhorhndurn hjs been 
sent in. I' am afraid that at this stage it Only remainiS for me to 
my regret at finding that no action, was taken in this- connection| 
outgoing Committee of the Chamber. : ' 

I understand that our assistance was specially sought in two 

matters-— firstly, "towards allaying'^ the disturbed feelings in the nl 

the Indian, commercial community^; and secondly, towards lightemg the"* 

task. of Vvour Coihrnittee. ■' - ' : 

■ * - 

-As ihgards the first point, I should like to take this bpportunityof ex- 
pressing satisfaction at the happy termination of the recent .converations 
between the Yieeroy and Mi*. Gandhi, and I wish to assure your Com- 
mittee that it is the earnest desire of my Chamber to take advantge of, 
the improved atmosphere to' create better relations between Europea and 
Indian corhmercial bodies. , 

I might also mention that my Chamber vnllingly 'responded d .the. 
recent invitation of the Bengal National Chamber of Commerce to cscuss'. 
the jute crisis, and it gave us great pleasure to send invitations to epre- 
sentative Indian Chambers to the annual meetings of the Assoioted . 
Chambers in December, and of the Bengal Chamber in February.; We 
welcomed the presence of the President of the Indian Chamber atboth 
meetings. ' ' ' ' v . 

As regards the solution of your ovm Committee’s problems,. I d. not 
see at; the moment; that we can render any useful advice or inforrrition 
beyond that already given; If, as a result of the piibhcation of youv ro.-'rc, 
t appears that my Chamber is able to take any practical, part ir th&* 
xchievement of your object's, I am sure that the proposals will receivt the 
most, sympathetic consideration of my Committee.. 

Mr.. Cook, who was the representative of the Exchange Banks, Asscia- 
.ion on the Chamber Committee last year, gave oral evidence on, b eh af of ' 
joth my Chamber and the Exchange Banks Association, and his succ^sor 
m the present Chamber Committee- informs me that the latter body .-uily 
indorse the sentiments expressed in this letter. I also Understand i'om 
him that, as proimsed by Mr. Cook in Poona, copies . of the Exciiiuae 
Banks’ Eules of business have been made more freely available; to, the 
mblic, and that with the approval of the London Association evei-y up- 
lort is being ^ven to Indian InsmAnce Companies. . . ' . 

If, you can .suggest;, any further way in which I can. assist you I siall 
le glad to do what I can. * ■, ^ , 

. '. .■ •; ‘ Yours ■ sincerelyi ' 

■ ■ (Sd.) P. h. beoWi:e. . 

Indian Central Banking Enquiry, Committee,' ' , * 

' New Delhi. ' ■ 
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